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THE LOWEST-PRICED COMPLETE DATA PROCESSING 


New from Royal Precision... RPC-9000 





SYSTEM ON THE MARKET TODAY! 


Economical design: The new, completely-transis- 
torized RPC-9000 is designed for serial mode of 
operation. This feature utilizing magnetostrictive 
delay lines for high-speed memory permits great 
reduction in original equipment costs. Tape trans- 
ports using continuously revolving loops of mag- 
netic tape rather than “start-and-stop” techniques 
further cut initial investment. 


Efficient operation: The RPC-9000 processes data 
“in line.” Data are accepted in random order, and 
all affected records are automatically updated in a 
single uninterrupted sequence of operations. No 
batching or sorting is necessary. Data are recog- 
nized by content, not location. This eliminates the 
need for location codes, and allows efficient utili- 
zation of storage capacity. Eight separate records 
are searched simultaneously. Completely buffered 
input-output permits simultaneous operation of all 


system components. 

Tailored to your needs: With the RPC-9000 you 
buy the exact amount of data processing you re- 
quire. Start with the basic system—computer, tape- 


typewriter, magnetic tape storage unit. Then, as 
your volume grows, you can add high-speed paper- 
tape punches and readers; punched card readers; 
line printers; additional tape typewriters; more 
magnetic tape cartridges; more internal memory. 
You can operate up to 30 of these devices at the 
same time. 


Economical in use: The RPC-9000 is designed for 
ease of operation and maintenance. It uses power 
from any ordinary wall outlet, requires no air con- 
ditioning or site preparation. This low-cost system 
will perform the full range of your data processing 
needs. See your nearby Royal McBee Data Process- 
ing Systems Sales Representative without delay, or 
write to the address below for comprehensive 


brochure. 


cy Royal Precision Corporation 


Royal Precision—producers of the LGP-30, the RPC-4000 and the 
RPC-9900—is jointly owned by the Royal McBee and General Pre- 
cision Equipment Corporations. Sales and service are available 
coast-to-coast, in Canada and abroad through Royal McBee Data 
Processing Offices. 











MARKETED BY ROYAL MCBEE, DATA PROCESSING DIVISION, PORT CHESTER, N.Y. 


If you have sales ability, and are interested in electronic data processing contact your nearest Royal McBee Data Processing Office. 
or write Sales Administration Director, Royal McBee Corporation, Port Chester, New York. 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin- 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statisti- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
ities, organization structure and procedures. 


4. To administer tax policies and pro- 
cedures. 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 


6. To assure fiscal protection for the as- 
sets of the business through adequate in- 
ternal control and proper insurance cover- 
age, 


7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
business. 
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RISING TAXES ON INTERSTATE BUSINESS 


Editors, THE CONTROLLER: 


I have just finished reading Thomas 
B. Noble's article entitled “Impact of 
Changes in State and Local Taxes” (THE 
CONTROLLER, August 1960). I feel that 
Mr. Noble has done an excellent job in 
bringing to the controller and his staff's 
attention the real seriousness of the state 
and local tax problem which exists with 
companies which are faced with doing 
business in many states. 

In his article, Mr. Noble prepared a 
table of states by classification of income 
tax structure. I would like to add one 
more state to this list, that being the State 
of Michigan. Michigan has a ‘Business 
Activities Tax” which can be quite costly 
to companies doing business in Michigan. 
Admittedly, there is some debate as to 
this tax being an income tax. The Michi- 
gan Supreme Court decided on April 11, 
1960, in the case of Armco Steel Corp. v. 
Nims, that the business activities tax is 
an “income” tax and its imposition on 
interstate income apportioned by source, 
under the rule in the controlling North- 
western-Stockham decision, does not vio- 


bore 


late the Commerce Clause or due process 
requirements. The Court denied the tax- 
payer's contention that the tax was ac- 
tually a gross receipts tax, and not an in- 
come tax, by reason of the disallowance 
of deductions for payroll and deprecia- 
tion, in arriving at taxable net income. 
The taxpayer was held liable for the 
Michigan business activities tax on its 
adjusted receipts derived from interstate 
sales and apportioned to sources in Michi- 
gan. This is just another example of the 
threat of an increasingly heavier tax bur- 
den on interstate business which is being 
imposed on companies today. 

As a person directly affected with this 
matter, I would also like to further stress 
the importance of a direct communica- 
tions line between top management and 
the controller’s and tax accountant’s staff. 
As the impact of state and local taxes be- 
comes greater, the controller and tax ac- 
countant should have knowledge of every 
move the company is going to make prior 
to the move in order that a “‘tax cost’ 
evaluation can be made. Tax management 
can no longer be looked upon as the nec- 
essary evil after the decision has been 


THINKING OF RETAINING A CONSULTANT 


TO HELP YOUR OFFICE OPERATION? 


Ask these questions first: 


Is your problem well defined? 


Has the consultant specialized in this particular field? 
Have his techniques been successfully proven in practice? 
Can he give you a schedule for completion of the work? 
How much can your company save by retaining him? 


You get quick, straightforward answers to these questions—answers 
that can save your company money—when you consult the Frank M. 
Knox Company. Specialists in office cost control for over 28 years, Knox 
has the experience, staff and proven techniques to help you cut office 
costs—speed up your work flow. Call or write for complete information. 


No obligation, of course. 


THE FRANK M. KNOX COMPANY, INC. 
MANAGEMENT CONSULTANTS 


60 East 42nd Street 
New York 17, New York 


1404 East 6th Street 
Cleveland 14, Ohio 





made. It must today play a role in the 
actual decision. 


R. J. REHOR 

Tax Accountant 

Cleveland Pneumatic Industries, Inc. 
Cleveland, Ohio 


FOR REPORTING BAD DEBTS 
Editors, THE CONTROLLER: 

I read with great interest Donald F, 
Dvorak’s article in the May 1960 issue of 
THE CONTROLLER (“Winning Tax Sav- 
ings from Bad Debts’’) concerning the 
best method of reporting bad debt losses 
for federal income tax purposes. Mr, 
Dvorak points out the advantages of using 
the reserve method, and suggests a for- 
mula based on the Black Motor Company 
formula, but with weights of from one to 
six being given to the past six years’ ex- 
perience, the most recent year receiving 
the weight of six, etc. 





DO YOU AGREE or do you dis- 
agree with an article in this month’s 
issue? Your fellow readers will be 
interested. Naturally, letters to the 
editor must bear the writer’s signa- 
ture and address; these will be 
withheld on request. = The Editors 





I have no quarrel with giving the most 
recent years more weight than the earlier 
years in any formula devised as I think 
it is a sound idea, but I believe the Black 
Motor Company formula is mathemati- 
cally incorrect to begin with and does not 
accomplish its intended purpose. The pur- 
pose of any reserve for bad debts, cer- 
tainly, is to provide for any future bad 
debt losses arising from inability to collect 
any of the receivables outstanding at the 
date as of which the reserve is determined. 
If the total receivables of a business are 
$10 million at balance sheet date, and past 
experience, however measured, indicates 
that 1% of receivables is eventually 
charged off, then a reserve of $100,000 is 
indicated. 

The Black Motor Company method de- 
termines the average annual charge-off 
over a period of six years, then applies 
the percentage so determined, to the out- 
standings at balance sheet date to arrive 
at the amount of allowable reserve. This 
method would be mathematically justifi- 
able on/y if the average life of the receiv- 
ables were exactly one year. If the average 
life of the receivables were only six 
months, the correct percentage would be 
one half of the average annual charge-off. 
If the average life of the receivables were 
18 months, the correct percentage would 
be one and one-half times the annual 
charge-off, etc. 

(Continued on page 458) 
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HAVE YOU CAUGHT UP WITH AUTOMATED MAIL PROCESSING? 


























CHRYSLER CORPORATION 
SAVED THE COST OF THEIR 
PHILLIPSBURG INSERTER 
IN LESS THAN A YEAR 





Before Chrysler Corporation equipped their only a few hours a month, a Phillipsburg In- 
mailing department with a Phillipsburg In- serter will reduce your present mailing costs 
serter, crews of women hand-inserted mailing 80% or more, and pay for itself in less than 
material, moistened and sealed envelopes. Now three years. 

a modern Phillipsburg Inserter inserts up to 8 

enclosures into envelopes as they flash through Fill in and mail the coupon for complete in- 
the machine. Then in the same continuous se- formation on how the Phillipsburg Inserter can 
quence automatically moistens and seals the reduce your mailing costs, speed your mailing 
envelopes, imprints postage, counts and stacks operations. 


up to 6,000 pieces of mail an hour. In less than 
a year Chrysler Corporation’s Phillipsburg In- HAVE YOU CAUGHT UP WITH AUTOMATED 


serter paid for itself. Presently, 90% of the MAIL PROCESSING? In one continuous se- 
company’s mailings are handled internally quence the PHILLIPSBURG INSERTER Gathers 
with greater speed, accuracy, economy and, , Nests... Opens Envelope Flaps . . Inserts 
with complete security. . . Moistens, Closes, Seals Envelopes . . Im- 
Whether your mail operation rivals a first class prints Postage . . Counts . . Stacks up to 
post-office, or you would use your Phillipsburg 6,000 Pieces of Mail an Hour 


BELL & HOWELL PHILLIPSBURG COMPANY 
14 East Jackson Blvd., Chicago 4, Illinois 


Please send 


(1 Modern Mailing Through Mechanization Brochure 
CO A practical application for my business 







~ FINER PRODUCTS THROUGH IMAGINA 
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The Black Motor Company method 
provides a reserve equal to one year’s 
charge-off rather than equal to the es- 
timated amount of uncollectible receiva- 
bles presently outstanding. There is no 
logical reason why a reserve for bad debts 
should equal one year’s charge-off any 
more than it should equal eight months’ 
charge-off or 14 months’ charge-off. As 
stated above, the reserve should equal that 
portion of outstanding receivables that 
will ultimately be charged off. The Black 
Motor Company method can be used, 
however, with an adjustment for average 
life of receivables. The average life of 
receivables can be determined by dividing 
cash collections of receivables plus charge- 
offs over a period of time by the average 
receivables outstanding in the same period 


How to EXPAND 
Clerical Controls 





Without EXPENDING 





for 
Extra Facilities 
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STATISTICAL 


TABULATING CORPORATION 


Established 1933 


TABULATING - COMPUTING - CALCULATING 
+ TEMPORARY OFFICE PERSONNEL 


TYPING 


CHICAGO - ST: LOUIS. - 


KANSAS CITY - 


NEW YORK - 
SAN FRANCISCO - 
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NEWARK - 
SAN JOSE - 





of time. This will produce a mathemati- 
cally correct average life. The average an- 
nual charge-off percentage can then be 
adjusted to allow for the average life of 
the receivables, and the resultant per- 
centage will be the proper one for the 
reserve. (In determining the average an- 
nual charge-off, the years can be weighted 
if desired, as Mr. Dvorak suggests. ) 

The Black Motor Company case was 
decided 20 years ago, and appears to have 
become somewhat of a classic, although it 
is basically incorrect, mathematically. (I 
have detailed computations to prove my 
contention, which I have omitted because 
of their length and complexity.) So far 
as I know, however, this formula has 
never been attacked on the basis of its 
mathematical incorrectness. Of course, it 


Today, there’s no reason for any com- 
pany to pass up the speed, savings and 
accurate business controls made possible 
by clerical automation. 

STATISTICAL’s low-cost data- 
processing service makes the advantages 
of automatic techniques available to 
any company—large or small. 

If you do not have tabulating equip- 
ment, STATISTICAL provides the 
methods, manpower and machines to 
process the reports you need on a pay- 
as-used basis. This gives you all the 
benefits of electronic data-processing 
without the expense of installing more 
equipment and hiring extra help. 

For companies with tab departments, 
STATISTICAL can help save time and 
money on overloads and special assign- 
ments, and supply computer service 
to tie in with conventional equipment 
for still greater economies. This computer 
service is also available for initial 
programming, for overloads or for 
continuing work that does not warrant 
your own installation. 





Ask for brochures covering 
these specific services: 
* Computer Service 
* Sales Analysis 
* Inventories 
* Accounts Receivable and Payable 
* General Accounting 
* Production Planning 
* Payroll 
* Insurance Accounting 
* Association Statistics 
* Market Research Tabulations 











Write or phone for full details 


General Offices: 

53 West Jackson Blvd. 
Chicago 4, Illinois 
Phone: HArrison 7-4500 


LOS ANGELES - VAN NUYS 
PHILADELPHIA 


CLEVELAND - 
PALO ALTO - MILWAUKEE - 








works to the advantage of any business 
whose receivables have an average life 
of less than one year and is disadvanta- 
geous only to those businesses whose re. 
ceivables are outstanding, on the average, 
for more than one year. 

If any of your readers have had any 
experience with, or know of any decisions 
concerning, equating the average annual 
charge-off to the average life of the te. 
ceivables for the purpose of arriving at an 
allowable reserve, I would appreciate 
hearing from them. 

R. B. MEAD 
Household Finance Corporation 
Chicago, Illinois 


HOW ONE READER FOUND US 


Editors, THE CONTROLLER: 


At this time I should like to request a 
one-year subscription to THE CONTROL- 
LER. I became aware of your publication 
reading the Journal of Accountancy and 
the Accounting Review, which so often 
refer to articles published in THE Con- 
TROLLER. 


RICHARD T. CHARLTON 
Longford-Hamilton Corporation 
Portland, Oregon 


“TIME FOR CHANGE” IN FORMAT 
Editors, THE CONTROLLER: 


Many of the articles and advertisements 
appearing in THE CONTROLLER concern 
themselves with the most modern busi- 
ness devices, electronic computers, data 
processing, etc. 

Would it not be in keeping to suggest 
a change in the magazine's format and 
especially its cover? We should not be 
bound by tradition in the one any more 
than in the other. 

We change our control machinery as 
new developments, and better ones, are 
available. Surely it is a time for change 
in THE CONTROLLER. 

I would be interested in knowing 
whether other controllers feel as strongly 
about this as I do. 


I. MARCUSE 
Atlantic Design Company 
Newark, N. J. 


THE CONTROLLER appreciates Mr. Mar- 
cuse’s suggestion and can tell him along 
with other readers that although the pres- 
ent format has been commended for clear 


| and attractive presentation of contents, te 


vision is now being actively considered. 


—The Editors 





A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
Park Building Yonkers. N. Y. 
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Time-Value Method 





Improves Investment Yield Calculation 


David L. Carpenter 


HE VOLUME of writing and the diversity of practice might 
hen to some that too much theorizing has been done on 
the subject of how to calculate yields from industrial invest- 
ments. To others, it suggests that more research on this im- 
portant subject is needed. This article presents an approach to 
these problems and their solution that grew out of attempts to 
improve on existing methods. 

First, it may be important to state that we are discussing here 
only a method of calculation. Investment evaluation is a much 
larger subject and includes many factors other than rate of 
yield. The prospective rate of yield may even be of minor im- 
portance in many investment decisions. 

But yield calculations are useful. They give us a picture of 
the relation of benefit to investment that can be obtained in no 
other way. They permit comparison of the profitability of all 
prospective investments, and can guide our choice among them. 
Yield calculations also permit comparison of individual invest- 
ment proposals with a standard to see whether they are or are 
not likely to conform with a firm’s policy of new investment. A 
closely related calculation also permits comparison of alternative 
investments that will do the same job, a problem that frequently 
fequites solution purely on the basis of comparative profitability. 

What characteristics should yield calculations have in order 
to be useful in these ways? 

First of all, they must give consistent results: the more desir- 
able investment should always be indicated by a higher yield. 
Second, the calculation should be sensitive to all the significant 
variables. And third, the calculation should be readily per- 
formed and understood. 

We intend to show that the time-value method of yield cal- 
culation has all three characteristics: consistency, sensitivity, and 
accessibility. But before discussing this method and how it 
works, let us take a general look at what investment is and what 
happens when we make a yield calculation. 

An investment is a sum spent now for the purpose of gen- 
erating benefits over future years. In industry, investments are 
predominantly expenditures for machinery and equipment or 
buildings which wear out or become obsolete in time. Such invest- 
ments increase or decrease by large increments as sales volume 
or other factors require more or less capacity. Investment in in- 
ventories, receivables, and other elements of working capital 
tise and fall more frequently, but usually in smaller increments. 
Thus the typical pattern of cash flow caused by an industrial in- 
vestment is irregular: it starts with a large outlay of cash, soon 
smaller cash amounts start flowing back in the form of added 
Ptofits and (usually) depreciation tax credits; then, often, more 


The advantages of isolating 
and dealing directly with the 
time dimension of receipts 
and expenditures 


outlays occur at various intervals. At the end of the life of a 
product or operation, the flow of cash stops. 

The task of a yield calculator is to find a regular expression 
that will characterize this whole irregular series of events. This 
task has been performed in a number of ways. But, none of the 
ways we have studied satisfies us completely with regard to the 
characteristics that we mentioned above: consistency, sensitivity, 
and accessibility. 


EXISTING METHODS 


Many papers have been devoted to the subject of the weak- 
nesses of existing methods of yield calculation. We wish to avoid 
repeating this work. But a few lines are necessary to show that 
none of the existing methods has all three essential char- 
acteristics. 

Let us look first at one of the most useful and versatile 
methods: discounted cash flow. Is this method consistent, sensi- 
tive and accessible? 





DAVID LYON CARPENTER, senior 
analyst and unit chief in the Analysis 
Department of Johns-Manville Corpo- 
ration, New York, graduated from 
Yale University with a degree in Eco- 
nomics. He began his career with 
Johns-Manville in 1947 as a technician 
in the controller's office of the Building 
Products Division. In 1953 he trans- 
ferred to the Manville New Jersey 
plant where he served as senior cost 
accountant and cost unit supervisor. He returned to New York 
in 1955 as an analyst in the Analysis Department and was ap- 
pointed to his present post in 1958. Mr. Carpenter was instru- 
mental in adapting the discounted cash flow method of invest- 
ment appraisal for Johns-Manville operations and was prominent 
in its introduction to financial and engineering personnel at 
headquarters and various J-M plant and mine locations. He has 
taught economics at the Rutgers University evening school. 
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Unfortunately, discounted cash flow can be challenged on the 
first and third counts. In a discounted cash flow solution, a 
single rate is derived by discounting all future cash in and out 
flow back to present worth. By trial-and-error methods, we find 
the rate that results in equal present worth of income and ex- 
penditure. 

Using the DCF method, therefore, the relative weight given 
to each year’s income or expenditure is determined by the rate 
of yield of the individual project. This presents a problem in 
comparing proposals that differ significantly in ig ine of 
cash flow: DCF solutions can only evaluate these differences at 
project rates. In many such cases, the project rate may be quite 
different from the rate that represents a firm’s time preference 
or time value of money. Thus, one of the basic functions of 
yield determination, comparison of the desirability of various 
investments, is impaired. 

{[n addition, the need to use trial-and-error calculations for 
DCF solutions reduces the accessibility of the method. The 
trial-and-error process is an obstacle both to its understanding 
and application; not insurmountable, but still an obstacle. 

All methods of yield calculation other than DCF and its rela- 
tives have the disadvantage of failing to recognize time value of 
money. These methods usually find average yield over the life 
of an investment without giving any greater weight to receipts 
or expenditures in the near future over those farther in the 
future. Therefore, solutions by these methods are not affected 
by differences in time pattern of cash flow. They fail, then, be- 
cause of their lack of sensitivity. 

Other methods of investment evaluation, such as pay back or 
present worth, do not express solutions in terms of rate of yield. 
Even when these methods are sensitive to time patterns, as is the 
present worth method, they fail on the count of accessibility. 
Annual rate of yield is still the only commonly understood 
measure of investment profitability. 


TIME-VALUE METHOD 


But, enough of these critical remarks; let us take a look at the 
time-value method and see what it is all about and whether or 
not it does meet the standards we have set. 

The method is called time-value because it isolates and deals 
directly with the time dimension of receipts and expenditures. 
The name ‘“‘time-value method” also calls attention to the 
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“This is the fourth time in a row 
it’s won the baseball pool!’ 
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unique characteristic that makes investment different from 
other types of expenditure: the difference in timing between 
expenditure and related income. It is also true that the unique 
problem in calculation that must be coped with in investment 
evaluation is this separation in time of cost and benefit. 

What happens when we isolate the time dimension of an in. 
vestment problem? And how do we do it ? What happens is that 
we deal directly and easily with the aspect of investment prob. 
lems that makes them difficult or complex. This permits a simple 
comparison of cost and benefit. To do this, we need first a means 
of expressing time value and then we need to know what this 
value is for particular situations. 


MEANS OF EXPRESSING TIME VALUE 


Let us look at the simplest case of isolating the time dimen- 
sion of an expenditure. This is the case of pure interest, say, 
money in a savings account. Here risk is at a minimum, and the 
invested amount is accessible at any time. The only thing given 
up is use of principal for a time period. Few would contest the 
usual calculation that relates benefits to investment in this ex- 
ample, and thus measures the compensation for use of funds for 
a time: simply divide annual income by the principal and ex. 
press the result as a per cent rate of yield. Now this familiar 
and easy concept of annual rate of yield gives us a device with 
which we can express time value of money. 

Using this device, we can express preference for sooner rather 
than later receipts and later rather than sooner expenditures as 
a single figure, say 5% a year, after taxes. A time-value rate of 
5% means that it is a matter of indifference to a firm whether 
it receives $1.00 now, or $1.05 a year from now. Obviously, 
such a rate can be used to find the amount in any one time period 
that would be just as acceptable to a firm as a given amount in 
any other time period. And therein lies its usefulness to us as 
we will see a little further on. 


DECIDING ON TIME-VALUE RATES FOR A FIRM 


It seems reasonable to believe that time-value rates would be 
something characteristic of a firm, and would not change with 
every investment situation. To get the benefits of the time-value 
method of yield calculation, a firm must decide in advance what 
its time-value rates are. This is a critical and difficult decision. 

But it is not a rigidly limiting decision. The major factors 
that must be considered in making it are availability and cost of 
capital. But many other factors can be reflected. For example, 
management may believe that risk is a function of time to some 
determinable extent; this can be recognized by an appropriate 
upward adjustment to the rate. Where some allowance for risk 
is built into the time-value rate, different time values can be 
used for different types of investment. For some types of in- 
vestment, the time-value rate and the minimum acceptable rate 
may be considered to be the same. Each firm, of course, can de- 
cide the expression and variety of time-value rates that best suit 
its needs. 

For any who balk at making the decision of time-value rate, 
it can be pointed out that not making such a decision does not 
avoid the problem. Time value of money is a factor in any in- 
vestment proposal. Avoiding a general determination of this 
rate merely means that time value must be reconsidered as each 
proposal is appraised. This means there is probably a lack of 
consistency in the time value used. As with many other types of 
problems, if we can use general criteria to solve a part of the 
problem, in advance, the later solutions to individual cases are 
simplified. 

Let us assume that the issue has been faced and the decision 
made. We have a means of stating time value, and know what 
that value is. We now have a most useful tool to aid us in eval- 
uation of investments. 

W hat is this tool? 

How does it work? 

And what good 1s it? 
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WHAT IS A TIME-VALUE RATE? 


A time-value rate is a means of calculating equivalents. If our 
rate is 5%, $1.00 now is the equivalent of $1.05 a year from 
now. Each is equally acceptable to the firm, and if it aids the 
solution to a problem, we can re-state $1.05 a year from now as 
$1.00 now or vice versa, without any effect on the validity of the 
solution. A simple example may help to illustrate the usefulness 
of this device. 

Should we pay $750 now for a two-year insurance policy, or 
pay $400 in advance, each year? 

Assuming we are certain to want to continue the insurance for 
at least two years, there is no risk; it is a pure time-value prob- 
lem. The alternatives are pay $750 now or $400 now and again 
one year from now. If our time-value rate is 5%, the present 
equivalent of the second $400 is $400 — 1.05 or $381. Thus, 
the present equivalent of annual payments is $400 plus $381 or 
$781. As the $750 cost of a two-year policy is less, it is pre- 
ferred. 

But calculating present equivalent of future amounts or future 
equivalent of present amounts is only the beginning of what 
can be done with the time-value tool. In fact, this tool allows 
us to determine the present or future equivalent of income or 
expenditure in any imaginable time pattern and to re-state that 
equivalent in any other time pattern that suits our purpose. We 
can find the present equivalent of irregular income, for example, 
and then find the level or regular annual equivalent of that, thus 
transposing a very irregular problem into a simple, regular one. 

It is evident that certain tables will be helpful in finding these 
equivalents. There are five that will probably satisfy all our 
needs in this area: 


. Present equivalent of a single future amount. 
. Present equivalent of an annual amount. 
Annual equivalent of a single present amount. 
Annual equivalent of a single future amount. 
. Future equivalent of a single present amount. 


WA DW de 


Tables are available* that cover each of these types of equiva- 
lent. Below is a sample of each, numbered as above, and shown 
only for a time-value rate of 5% (after taxes). 


EQUIVALENT TABLES @ 5% 








Year 1 Z 3 4 5 
1 25 95 1.050 1.000 1.05 
2 91 1.86 538 .488 1.10 
3 86 2.72 .367 Pe Fs 1.16 
4 82 3.55 -282 .232 1.22 
5 78 4.33 .231 .181 1.28 
6 75 5.08 .197 -147 1.34 
Y 71 5.79 -173 <I 1.41 
8 .68 6.46 153 -105 1.48 
9 .64 yA -141 .091 1.55 
10 61 yy .130 .080 1.63 
11 58 8.31 .120 .070 T71 
12 56 8.86 lI .063 1.80 
13 Be 9.39 -106 .056 1.89 
14 51 9.90 .101 .051 1.98 
15 48 10.38 .096 .046 2.08 


Using Table 1, we find a time-value rate of 5% means that 
the present equivalent of $1 to be received ten years in the 
future is $.61. Thus, $.61 now may be substituted for $1, ten 
years from now, if doing so aids the solution to an investment 
problem. Table 2 tells us that $7.72 is the present equivalent of 
$1 a year for ten years, Table 3 is the reciprocal of Table 2 and 
tells us, for example, that $.13 a year for ten years is the equiva- 
lent of $1 now, again using a time-value rate of 5%. Table 4 
gives us the means of re-stating future requirements in terms of 


* These tables are similar to those included in Principles of Engi- 
neering Economy by Eugene L. Grant, professor of Economics of Engi- 
neering, and W. Grant Ireson, professor of Industrial Engineering, 
Stanford University, published by the Ronald Press Company, New York. 





EXPLANATION OF TABLES 





R = Rate of yield on investment per year 

n = number of years 

P = Present sum of money 

= Future sum of money that is equivalent to P with 

rate of return R compounded for n years. 

L = Level annual (end of year) payment or receipt 
continuing for n years, the entire series equiva- 
lent to P at a rate of return R. 


Table 1 
To find present equivalent (P) of a single future 
amount (F). 


. 1 
Ltr] 


Table 2 


To find present equivalent (P) of a level annual 
amount (L). 


(1-+R)"—1 | 
P=1| Rae 
Table 3 
To find level annual equivalent (L) of a single present 
amount (P). 


7 R(1+R)* 
ai P| (1 CR | 
Table 4 


To find level annual equivalent (L) of a single future 
amount (F). 


: R 
L=F|—, + R)*—1 | 


Table 5 
To find future equivalent (F) of a single present 
amount (P).° 
F=P(1+R)? 


These formulas are based on the concept that the timing of 
P is at the start of a year (or at year zero) ; the timing of L 
is at the end of each year; the timing of F is at the end of n 


years. 





annual amounts. Thus, the equivalent of recovering $1 at the 
end of ten years is $.08 a year for the ten-year period. Table 5 
is the reciprocal of Table 1 and tells us that $1 now is the 
equivalent of $1.22 four years from now, $1.41 seven years 
from now, or $1.63 ten years from now. 

You will recognize here tables that are familiar to you under 
other names. Tables 1 and 2 are present value tables such as are 
commonly used with discounted cash flow. Table 3 is the annuity 
that $1 will buy. Table 4 is sometimes called a sinking fund 
table or annuity for renewal. Table 5 is simply the compound 
amount of $1. (Continued on page 464) 
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This, then, is the nature of the tool: a predetermined time- 
value rate makes it possible to re-state a problem with the pat- 
tern of income kee expenditure which is the most easy to 
appraise. 


HOW DOES IT WORK? 


The example of an insurance policy in the preceding section 
is not typical of how the time-value method works. That prob- 
lem, being one of pure time value, required no yield calculation 
and was used only to illustrate what a time-value rate is. 

A more typical, but still simple, industrial investment problem 
might be stated: 

Should we buy an additional fork-lift truck and reduce 
manual handling of raw materials? 

The truck would cost $10,000. A saving of one man’s wages, 
less the cost of fuel and maintenance for the truck would in- 
crease earnings by $3,000, before taxes and depreciation. Es- 
timated life of the truck is ten years. 

The first step is to find the cash flow change that will result 
from this investment. To keep this example simple, we will 
assume straight-line depreciation. The increase in annual cash 
income is calculated as follows: 
$3,000 

1,000 


Saving in wages, less truck operating cost 
Less: depreciation ($10,000—ten years) 


2,000 


Saving before taxes 
1,040 


Less income taxes (@52%) 


Net saving 960 
Add back depreciation 1,000 


$1,960 


Increase in annual cash income 


Now comes the time-value adjustment to make this problem 
easy to evaluate. Remember, we said that a time-value rate 
makes it possible to re-state a problem as it would be if the time 
pattern of income and expenditure were the most easy to ap- 
praise. The most easy pattern to appraise is that of a savings ac- 
count: principal is invested, regular income received, and prin- 
cipal is withdrawn. 

What is needed in our present example, then, is to provide for 
the return of the principal amount ($10,000) at the end of 
life. This could be done most readily by finding the annual 
amount that is just equivalent to $10,000 ten years hence and 
deducting that amount from annual cash income. 


small shots 


“Of course | love you—why else would I go to all 
the trouble of checking your financial rating?” 
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The annual equivalent of a future amount can be found using 
Table 4. If again, we accept a 5% time-value rate for the pu. 
poses of illustration, the annual amount that is just equivalent to 
$10,000, ten years hence, is .080 & $10,000, or $800. Now we 
can reduce annual cash income by $800, leaving ($1,960 — 
$800) or $1,160 and consider that recovery of the investment 
at the end of life has been provided for. The yield is simply cal- 
culated by dividing annual cash income, net of equivalent of te. 
covery at end of life, by investment. The answer is $1,160 + 
$10,000 or 11.6% (after taxes). 

The value of this pe approach to a sensitive yield calcula- 
tion is much more evident in a more complex problem. The 
solution to such a problem, which includes expenditures in dif. 
ferent years and changing working capital requirements, js 
shown on page 466 following this article. 


TIME-VALUE VS. SINKING-FUND METHODS 


Anyone familiar with the sinking-fund method of yield cal- 
culation will recognize that the above solution is the same as that 
by the sinking-fund method, But there are two important dif. 
ferences between the time-value and sinking-fund' methods, 
First, the time-value method does not contemplate any fund for 
recovery of investment or for renewal. The correctness of the 
annual provision for recovery we use depends directly upon the 
theoretical validity of the time-value approach and the time. 
value rate used. This means that we do not have to indulge in 
the rationalization that the annual provision for recovery, if re- 
invested at the time-value rate, would grow to equal the ex- 
penditure to be recovered by the end of its ‘ale life. Of 3 
course, such a statement would be true for any time-value solu- 
tion. But dependence on this view obscures the essentially 
theoretical nature of this and all other yield calculations. 

Acceptance of the theoretical nature of yield calculations is 
acceptance of their true nature. As stated earlier, industrial in- 
vestments are irregular phenomena; a yield calculation is a 
regular characterization of an irregular event, and thus is un- 
avoidably artificial or theoretical in nature. Our job is to 
choose the theoretical basis for the calculation that is most 
consistent with the facts of industrial enterprise. This is the at- | 
tempt of the time-value method. 

The second difference between time-value and sinking-fund 
methods is that the time-value method uses a predetermined ” 
rate to adjust for all irregularities that exist in an investment ~ 
problem. Thus, if income were irregular, we would use the 
time-value rate to find its regular equivalent and then proceed 
as above. If investment expenditures occurred at several dif- 
ferent times, we would use the time-value rate to find their 
equivalent at a single point in time. 

This aspect of the time-value method is illustrated by a~ 
somewhat more complex example: Suppose that we want to find 9 
the yield on investment in automatic packaging machinery for a 7 
product that is expected to increase in sales volume over the life 7 
of the equipment. Savings would be a function of volume and ~ 
would vary from year to year. Leaving out the preliminary } 
steps in our calculation, cash flow might be as follows: E 


Increase in Cash Income 


Year Expenditure 


$60,000 








$10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 


SCVYMNAUARWH—O 


_ 


Again, using 5% after taxes as our time-value rate, we would 
first adjust the irregular cash income to its regular equivalent: 
(Continued on page 466) 
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World’s 


fastest 
sorting system 





PHILCO 2000 Data Processing System 


The majority of all data processing in- 
volves sorting. Time saved on this opera- 
tion is always significant—the answers 
you need become available more quickly; 
the equipment itself is freed for other use. 


The inherent speed and capacity of the 
Philco 2000 are your assurance of highest 
possible sorting speed—faster than any 
other sorting system! For example, the 
Philco 2000 has sorted 100,000 80-character 
records, having a 16-character key, in 
18 minutes ! 

Such high sorting speed can be obtained 
on any Philco 2000, regardless of size, with- 
out additional sub-systems. One of the 
many programming aids provided by Philco 
is a powerful Sort Generator program. 

Call or write to arrange a test run of 
one of your sort problems on the Philco 
2000 Data Processing System. 


Philco Corporation « Government and Industrial Group 
Computer Division, 3900 Welsh Road, Willow Grove, Pa. 


PH ILCO 


Gal Famous for Quality the World Over 











Increase in Present Equivalent Present Equivalent 











Year Cash Income Factors (Table 1) of Cash Income 
1 10,000 95 9,500 
2 11,000 Rg | 10,010 
3 12,000 86 10,320 
4 13,000 82 10,660 
5 14,000 78 10,920 
6 15,000 I 11,250 
*f 16,000 wi 11,360 
8 17,000 .68 11,560 
9 18,000 .64 11,520 

10 19,000 61 11,590 
Total present equivalent of cash income .............0+- 108,690 


To find the regular equivalent for ten years of a single present 

amount, we use a factor of .130 from Table 3. 
.130 & 108,690 — $14,130 

Now we know that the irregular cash flow can be re-stated as 
$14,130 a year for ten years, From there on, the solution is the 
same as in the previous example. We again find the level equiva- 
lent of recovering our expenditure over ten years by using a 
factor of .080 from Table 4. In this case, the provision for re- 
covery is .080 $60,000 or $4,800 a year. Deducting this from 
the level equivalent of cash income ($14,130 — 4,800), we 
have $9,330 a year left. Yield is found by relating this directly 
to investment and comes to ($9,330 + 60,000) or 15.6%. 

The complete solution to a problem with irregular income as 
well as other irregularities appears in the next column. 


WHAT GOOD IS IT? 


Some have had difficulty in accepting the time-value method 
of yield calculation because every solution involves two rates. 
First, there is the predetermined time-value rate used to find a 
regular, simple equivalent statement of a proposal. Second, there 
is the rate of yield of the proposal itself. 

The answer to this difficulty is that two rates are needed to 
express two different things. The first is a firm’s preference for 
sooner income and later expenditure. This time preference must 
be used to determine the relative weight given to different years’ 
cash flow, for this preference is characteristic of the firm, not of 
an individual project. The second, of course, is the rate of the 
project itself. 

Only by recognizing this distinction and the need for two 
rates can consistent results be obtained. If the project yield is 
also used to determine the relative weight of various years’ in- 
come and expenditure, the project rate becomes also the deter- 
minent of time value in each solution, But project rates vary 
from project to project, while a firm’s time preference does not. 
Thus, it is by use of two rates that the first of the requirements 
that we set out to meet, consistency, is achieved. 

The second requirement, sensitivity, also is met. The timing of 
every element of cash flow is recognized and appropriate weight- 
ing is given by means of the time-value rate. 

The third requirement, accessibility, is also met, at least to a 
greater extent than for any method of equal sensitivity. The fact 
that the end product of our calculation is an annual rate of yield 
is the first evidence of this. Second, a minimum of table data 
must be used, the only rates we are concerned with in using 
tables being the time-value rates. Third, each solution may be 
followed through to the end rate without the necessity for trial- 
and-error techniques. 


YIELD FROM PAST OPERATIONS 


One of the drawbacks of the discounted cash flow method is 
the difficulty of calculating yield from past operations in a way 
that is consistent with yield calculations for new proposals. A 
by-product of the time-value approach is that it can be used for 
both calculations. 
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The process of using the time-value approach for past opera- 
tions is the same as that for calculating yield on a simple invest. 
ment proposal by this method. First, find net cash income, then 
deduct the level annual equivalent of recovering the wearable 
portion of the investment. Total investment is the (undepreci- 
ated) cost of wearable facilities plus net working capital. Net 
cash income less level annual requirement for renewal divided 
by this investment gives us the yield. 





EXAMPLE OF CALCULATING YIELD 
BY THE TIME-VALUE METHOD FOR A 
COMPLEX INDUSTRIAL INVESTMENT PROBLEM 


Problem: Product Line A is well established and growing at 
5% a year in eastern and midwestern markets. No attempt is 
made to sell on the West Coast as freight cost would eat up the 
profit on this bulky material. Only one competitor now produces 
on the Coast and he has 85% of the market there. What would 
be the yield on investment in facilities for this product in Cali- 
fornia? 

Forecast: With intensive selling effort, we could get 25% of 
the West Coast market in five years. Our growth rate during 
this period would be at the rate of 10% a year. After five years, 
the rate of growth would fall to the industry's 5% and con- 
tinue at that rate for ten more years. No growth is predicted 
after 15 years. The sales forecast in dollars is as follows: 





Year Sales 

1961 $1,000 M 
62 1,100 
63 1,210 
64 1,330 
65 1,460 
66 1,530 
67 1,610 
68 1,690 
69 1,770 
70 1,860 
71 1,950 
72 2,050 
73 2,160 
74 2,270 
75 on 2,380 


Plan of action: As existing plants have excess capacity, sales 
for the first three years will be made from warehouses on the 
West Coast. These sales will result in a net loss, but will bring 
volume up to the level of economical operation of the new plant. 
Losses during this period including extra selling costs, are ¢s- 
timated as follows: 


Losses from Warehouse Operation 











Year Before Taxes After Taxes of 50% 
1961 $100 M $50 M 
1962 110M 55M 
1963 120M 60M 


Starting in the fourth year, plant operations will supply the 
market. Capacity will be sufficient for the entire period. 

Profit from Operations: Start-up costs at the plant are ex 
pected to be equal to profits the first year of plant operation. 
But, starting in the second year, gross profit of 35%, less selling 
and administrative costs of 11% of sales, leaves profit before 
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taxes of 24%. This per cent profit will increase as depreciation 
becomes smaller relative to growing sales and profits. 

Investment in Facilities: Plant and equipment cost are es- 
timated at $1.5 million. Land will be rented under a 99-year 
lease. Working capital requirements are estimated to vary directly 
with sales and to start at $200,000 in the first year of warehouse 
shipments. We have, therefore, taken working capital invest- 
ment at 20% of sales. 

The nature of the manufacturing process requires a three- 
month shut down and rebuilding of ovens once every seven or 
eight years. The cost is about $700,000 and may be charged to 
expense. We have included this cost ($350,000, after taxes of 
50%) as part of investment in plant and equipment and as- 
sumed it will occur in 1970. We have chosen to analyze this 
problem assuming a 15-year life of plant and equipment. (Note: 
At the end of expected life, or about the 15th year, a decision 
will be required whether to overhaul, replace or do something 
else. ) 

Cash Flow: As our evaluation method requires re-stating all 
investment expenditures as they would be at one point in time, 
we must first select that point. To minimize the effect of our 
time adjustments, we generally choose the point of the major 
expenditure and call this year ‘‘0”’. 


INVESTMENT EXPENDITURES 


The investment expenditures, described above, would then be 
summarized and re-stated at the end of 1963 as year “0” (again 
assuming a time-value rate of 5%) as follows: 





Plant Working Time- Worth 
Warehouse  Equip- Capital Value atYear 
Year Losses ment Increments Total Factor “Oo? 
1961 —2 $50M $200M $ 250M 1.10 $ 275M 
62 —1 $55 20 75 1.05 79 
63 O 60 $1,500 M 22 1,582 1.00 1,582 
64 —«O 24 24 Ss 23 
65 2 26 26 91 24 
66 3 14 14 .86 12 
67 «4 16 16 82 13 
6B OC*SS 16 16 78 12 
69 — 6 16 16 Py 12 
7 67 350 18 368 Py 261 
71 8 18 18 68 12 
ja 69 20 20 .64 13 
73 10 22 22 61 13 
74 #11 22 22 58 13 
fo 12 22 22 56 12 
76 13 0 0 53 0 
a 14 0 0 51 0 
78 #15 0 0 48 0 


Total worth of investment at year “0’’—$2,356 M 


CASH IN-FLOW 


Again using the time of the major investment expenditure as 
year “0”, cash in-flow would be presented as follows: 
Add Net 


Profit Profit Back Cash Time- Worth 
Before After Depre- In- Value atYear 














Year Sales Taxes Taxes ciation Flow Factor “or 
1964 1 $1,330M $ O $ 0 $100M $100M .95 $ 95M 
so 2 1,460 350M 175M 100 275 91 250 
ar. 1,530 370 185 100 285 86 245 
67 4 1,610 400 200 100 300 .82 246 
68 5 1,690 420 210 100 310 78 242 
69 «66 1,770 450 225 100 325 PY 244 
a g 1,860 470 235 100 335 71 238 
ae 1,950 500 250 100 350 .68 238 
72 9 2,050 530 265 100 365 64 234 
73,10 2,160 570 285 100 385 61 235 
74°11 2,270 600 300 100 400 58 232 
ae 12 2380 630 315 100 415 56 232 
13. 2980 630 315 100 415 53 220 
77 14 2,380 630 315 100 415 ot 212 
78 15 2,380 630 315 100 415 .48 199 


Total worth of cash in-flow at year “0’—$3,362 M 

















































RECOVERY OF INVESTMENT 


All investment expenditures must be recovered except those 
for working capital. Investment in working capital is always 
ac-essible and needs no special provision for recovery. Level 
annual provision for recovery is calculated as follows: 








Time- Worth 
Warehouse Plant& Value at Year 
Year Losses Equipment Total Factor “oe 
1961 —2 $50 M $ 50M 1.10 $ 55M 
62 —1 55 55 1.05 58 
63 0 60 $1,500 M 1,560 1.00 1,560 
64 1 
65 2 
66 3 
67 4 
6c. § 
69 «66 
70. 7 350 350 71 249 
In years 1971 through 1978 (years 8 through 15) no 
additional expenditures to be recovered. _—_ 
Total worth at year “0” of expenditures to be recovered $1,922 M 


Rate of Yield: We now know the worth at year “0” of invest- 
ment ($2,356M) cash in-flow ($3,362M) and expenditures to 
be re-overed ($1,922M). The next step is to calculate the level 
equivalent of cash income and of the requirement of recovery. 
Using the life of plant and equipment, 15 years, and a time- 
value rate of 5%, the factor for level equivalent of income is 
.096 (Table 3), and the factor for level recovery of investment 
is .046 (Table 4). Annual requirement of recovery is deducted 
from annual equivalent of cash income: 





eee RMP Pee er a a FG. $3,362 M X .096 = $323 M 
UONGHOCONEEE, sc cccteccissvendadiccutemenes 1,922M X .046— 88 
$235 M 


Thus, the level equivalent of cash income after deducting level 
requirement of recovery is $235 M a year for 15 years. To find 
yield, we divide by the worth at year “0” of investment: 

$235 M 


en me 
2,356 M 


The rate of yield is 10.0%, after taxes. 




















“He’s right, J. B. After two solid weeks of 
faithful service with the company, it’s high time we 
reconsider a salary adjustment for the boy!” 
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of Accounting? 


John O. Nicklis 


HE SPECIAL RELATIONSHIP which ac- 
Lssine has, or should have, with 
general management in the field of con- 
trol and policy makes an easy introduc- 
tion to the areas in which management 
expects something from its accounting— 
beyond its regular and routine operations. 
I believe that what management wants 
from its accounting can be stated broadly 
in three very short questions: 


1. What has happened—and why? 
2. What is happening—and why? 
3. What's going to happen—and why? 


While these questions are stated in 
chronological order, they are not neces- 
sarily given in the order of their impor- 
tance. In fact, they are probably stated in 
reverse order of importance. What has 
happened, although the source of much 
of the information needed to determine 
what is happening and what's going to 
happen, is the least important of the 
three. The other two are of nearly equal 
importance, but I think the “look ahead” 
has to be ranked first. 

However, the most logical way to con- 
sider them is in the order given as it is 
only from what has happened that we can 
determine what is happening, and from 
these two predict what's going to happen. 





What Does Management Want 


THE HISTORICAL RECORD 


Now, as to what has happened, I think 
the needs of management can be stated 
fairly simply. Management wants to know 
how the company has done in the period 
under review, be it month, quarter or 
year, and wants these results compared 
with prior periods and with the company’s 
objectives. Next, management wants to 
know the reasons for the change from the 
prior period and for any deviations—good 
or bad—from the forecast. It is in this 
area of reasons that we encounter our 
greatest problem in reporting on what has 
happened. 

First, it is not enough to report that 
profits were up so many dollars from the 
prior period and let it go at that. 

What was the margin on sales as com- 
pared with the margin in the prior period? 

Why was it up or down? 

Was it because of higher or lower 
sales, higher or lower costs, or both? 

What special or unusual factors were 
involved? What trends are indicated? 

In short, the basic question to answer is 
not what has happened, but why has it 
happened. All this probably seems fairly 
elementary. Nevertheless, I am concerned 
at the number of good accountants who 
seem to feel that the job is done when 


JOHN O. NICKLIS is vice president for finance of Pitney- 
Bowes, Inc., Stamford, Conn. He started with the company 
as an accountant in 1945 and successively held the follow- 
ing posts: Estimating and budgeting assistant to the ex- 
ecutive vice president, assistant treasurer, assistant 
secretary, treasurer, secretary, and then assumed his 
present position in 1959. Prior to joining Pitney-Bowes 
he was staff accountant for the Stamford Rolling Mills 
for three years. This paper is based on a talk given be- 
fore the Bridgeport Control of Controllers Institute. 
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The demand for more meaning, 
clarity and timeliness in re- 
ports, and the need for new 
breakthroughs in accounting 
concepts and techniques 


the figures add up, the dollar signs have 
been put in the right places, and the 
whole package neatly typed for presenta- 
tion. It just isn’t good enough. Figures 
don’t speak for themselves; they have to 
be made to talk. 

Second, in reporting what has hap- 
pened, I believe that accountants do not 
spend enough time in trying to simplify 
their presentation. All too many reports 
contain page after page of text, exhibits 
and comparisons, all carefully done and 
leading to logical conclusions, but, it's 
awfully hard to find the meat in the 
coconut. There’s just too much husk and 
shell around it, and most executives either 
haven’t got, or won't take, the time to 
dig it out. We must tear off the husk, 
break the shell, dig out the meat, shred it, 
sprinkle it on top of the cake, and serve 
it up so that it can be eaten, digested and 
enjoyed rapidly. 

Third, in reporting what has happened, 
I think we all too often make incomplete 
or erroneous deductions from the figures 
as a result of superficial or inadequate in- 
vestigation occasioned by intellectual lazi- 
ness or a too-easily-satisfied curiosity. 

Of course, I realize that we all have 
plenty to do and cannot painstakingly 
chase back every figure in a financial state- 
ment in order to be sure that we have the 
precise reason for its deviation from the 
budget or its change from the prior year. 
However, there are certain important fig- 
ures in every operating report which must 
be investigated thoroughly, and _ inter- 
preted accurately, if we are not to risk 
misleading management to the detriment 
of its decisions. In the interpretation of 
these figures, the eternal question, Why?, 
should always be uppermost in our minds. 
It is not sufficient to go back to the first 
and easiest explanation and to stop there. 
We must go behind that one to the next, 
and behind that one to the next, and s0 
on, until we reach the point at which we 
can safely say to ourselves, ‘“This one 1s 
buttoned up. This is what happened, and 
(Continued on page 470) 
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here’s why.” Only then can we feel that 
we have done our job in reporting to 
management on what has happened. 

Unfortunately, considerable time can 
elapse between collecting the information 
on what has happened, assembling it, 
analyzing it and serving it up. In such 
circumstances it can be pretty stale fare 
without much nourishment to be derived 
from it. This is particularly true in pres- 
ent-day manufa-turing, where cost infor- 
mation that is not produced concurrently 
with actual operations is almost useless 
for control purposes. Thus, our problem is 
to turn data on what 4as happened into 
information on what 7s happening, and to 
find the means of conveying it to manage- 
ment while it is still happening. 


THE CURRENT SCENE 

Here, we have made, and are making, 
some important strides. Tabulating equip- 
ment is in fairly general use in large 
and medium-sized organizations—even in 
some relatively small ones—and we are 
heading into a period where electronic 
data processing, particularly with the ad- 
vent of less costly medium-scaled com- 
puters, will become available to many of 
us. Mo-eover, systems and procedures de- 
partments are coming into their own as a 
vital part of the accounting organization. 
These two developments have done a lot 
to speed up our reporting, but we are still 
awfully slow in some areas, and I believe 
that we have tended to be somewhat more 
cautious than necessary in moving into 
electronic data processing. I rather incline 
to the belief that our slowness stems from 
the fact that the expenditures involved in 
some of these things are much larger than 
those we are accustomed to making on 
our own, although we are quite accus- 
tomed to recording tremendous expendi- 
tures by our production, engineering and 
sales organizations. To us, the expendi- 
ture of a few thousand dollars for a book- 

















keeping machine has seemed like a pretty 
heavy proposition. Now, however, we are 
faced with major capital expenditures, or 
long-term lease agreements, plus sub- 
stantial programming and _ conversion 
costs as a prerequisite to the use of elec- 
tronic equipment, the economics of which 
is extremely difficult to evaluate. I am 
sure that some of us are delaying a study 
or a decision because the risks are so much 
greater than the ones we are used to 
taking. 

Once we have prompt information on 
what is happening, we must still report 
it to management, and here is where a lot 
of time is lost. It doesn’t do too much 
good to get figures off of a high-speed 
printer or a tabulator run if somebody is 
going to sit on them for a week and a 
half waiting for them to hatch before 
interpreting them and issuing the needed 
report. This is a bottleneck we can all do 
something about without waiting for ex- 
pensive equipment to do it for us. I’m 
speaking of the plain, everyday, ordinary 
inertia that affects all organizations, par- 
ticularly as they get larger. This emphasis 
on speed may seem highly inconsistent 
with my earlier remarks about careful 
analysis and investigation, but I believe 
we must have the speed, too. The only 
solution to this is to get men for this 
work who, in addition to thorough 
grounding in the fundamentals of ac- 
counting, have quick, flexible and analyti- 
cal minds. Unfortunately, they are not 
easy to find, but we must have them. 

In passing, I might say here that one 
time-consuming flaw still fairly prevalent 
in report preparation is rounding off too 
late and at too low a level. Some years 
ago we began dropping the pennies out 
of our accounting and have been preening 
ourselves like peacocks ever since. Actu- 
ally, about 90 per cent of the reports that 
I see could have the units, tens and hun- 
dreds of dollars dropped out in addition 
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to the pennies without any loss of effec. 
tiveness whatsoever. This point is not 
terribly important in itself, but it does 
tend to point up a rigidity and narrowness 
of concept as to the essential purpose of 
an operating report. One hopeful sign js 
that more and more controllers are using 
slide rules instead of their old eight- or 
ten-place calculators. A lot of time can be 
saved in preparing a report by knowing 
when to eliminate detail, round off figures 
and even sacrifice complete accuracy in 
order to save a half day’s time. 


LOOKING FORWARD 


So much for some of the things that we 
can do about what has happened and 
what is happening. Now we come to the 
question which I believe to be most im- 
portant of all—What’s going to happen. 
I’m sure many of you are braced for the 
familiar routine about forecasting and 
budgeting. Well, I am referring to these 
two very important tools for determining 
in advance what’s going to happen, but 
I’m going to cite the attitude of top fi- 
nancial management toward the future. 
All too many times the attitude seems to 
be, “Why should I look ahead and put 
my predictions down on paper? Vl only 
be sticking my neck out. If it doesn’t 
come through I've got a lot to explain, so 
I'll play it safe.’’ I must reject this line 
of reasoning as unworthy of the financial 
management of a company. Our job is 
just as much and even more to look ahead 
as it is to keep track of what's been hap- 
pening. We, above everybody else in the 
company, except the engineering group, 
should be planning for the future. Long- 
range sales planning is primarily limited 
to the organization and training of the 
sales force, with sales effort and concen- 
tration limited to the near-term. Produc- 
tion, similarly, usually has so many prob- 
lems of the moment that its attention to 


(Continued on page 472) 





13. Secure collection of monies owed 





1. Determine financing needs 
2. Negotiate loans 14. Determine insurance needs 
3. Prepare cash forecasts 15. Maintain insurance records 
4. Maintain accounting records 16. Maintain physical inventory records 
5. Maintain records of cash transactions 17. Conduct internal audits 
6. Have custody of funds and securities 18. Conduct cost accounting studies 
7. Prepare profit and loss statements 19. Prepare cost estimates 
8. Prepare annual report 20. Prepare payrolls 
9. Prepare operating reports 21. Conduct cost analyses 
10. Prepare and interpret expense budgets 22. Check invoices before payment 
11. Prepare federal, state, and local tax returns 23. Control petty cash 
12. Prepare statistical and other reports for outside agencies 24. Sign checks 
—ExcerPT from appendix to Financial Incentives for Management 
by Richard C. Smyth, published by McGraw-Hill Book Company, Inc. 
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long-range planning is limited. Despite 
this, they generally do considerable work 
in this area. However, we should be al- 
most as far out in the wild blue as the 
engineers. If you want to pin me down as 
to how far ahead we should be, I would 
say about five years at all times, and 
perhaps as much as ten in some areas. 

It is somewhat difficult to convince 
people that a five-year forecast should in- 
clude much detail, because certainly in 
this day of accelerated growth through 
diversification or merger, and of very 
rapid technological progress, nothing es- 
timated five years ahead will turn out 
exactly as forecast, so why bother with 
much detail. It has been my experience 
that the more detail that is put into a 
long-range forecast, the more likely the 
forecast is to be accurate in the over all, 
even though none of the details works 
out exactly as planned. The thought alone 
that is required to prepare a detailed blue- 
print for the future tends to produce 
greater accuracy in the projections than 
one done on a broad-brush basis. 


The five-year forecast, which should be 
revised at least once a year at the time the 
additional year is added, with interim re- 
visions when developments indicate a 
major change in the outlook, should in- 
clude not only sales by major product 
classifications, but also by models and 
units. It should also include cost, expense 
and profit estimates, cash and capital re- 
quirements, and, to the degree possible, 
estimated future plant and equipment 
needs and research and development ex- 
penditures. 

In terms of the more immediate future, 
I think that planning the budget is the 
means by which controllership can make 
its most significant contribution. This is 
a difficult assignment, as our regular ac- 
countants are almost completely occupied 
with the day-to-day operations of the 
business and the preparation of the past 
and current figures. We have found that 
the only practical way to work up the 
budget is through a staff department 
called Estimating and Statistical. This de- 
partment of five men and a secretary 
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spends most of its time during the last 
three months of each year in the prepara- 
tion of the next year’s budget, and 
throughout the year spends about ten to 
fifteen per cent of its time in making 
budget comparisons and following up on 
variances. The remainder of its time is 
spent on special reports and analyses, and 
it keeps very busy at all times. This group 
is also one of the primary means by which 
we carry out the other functions of report 
ing to management, although, of course, 
the regular monthly statements and com- 
parisons are prepared by our operating 
accountants. 


THE ORGANIZATION CHART 


You may be interested in the organiza- 
tion of our Financial Division at Pitney 
Bowes and the means whereby we try to 
fulfill our primary function of providing 
timely and pertinent reports on past, pres- 
ent and future operations. 

The Financial Division breaks into two 
principal categories—one, known as Ac 
counting Operations, under the direction 
of our comptroller, and the other, Treas- 
ury Operations, under our treasurer. 
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Accounting Operations aré what Icon- 
sider our “accounting factory.” The de- 
artments in this operation carry out the 
usual functions associated with regular 
accounting procedures. These departments 
include: Sales Accounts, which makes our 
billings and handles our adjustments; 
Customers Accounts, which handles credit, 
collection, accounts receivable and our 
contract and customer files; the Payroll 
Department; the Factory Cost Accounting 
Department ; the General Accounting De- 
partment, which handles our field inven- 
tory records and our accounts payable; and 
finally our General Ledger Department. 

Although primarily concerned with 
regular operations, the General Ledger 
Department does carry a prime responsi- 
bility for prompt preparation of compre- 
hensive and meaningful monthly, quar- 
telly and annua! figures. Also, much of 
the analysis needed for other management 
reports is done by the members of this 
department, who, of course, are most 
familiar with the content of our accounts. 
Similarly, the Factory Cost Accounting 
Department has a very great responsibility 
for keeping our manufacturing manage- 
ment currently and fully informed on cost 
variances and the status of our overhead 
accounts. While we have made many im- 
provements in our cost accounting over 
the past four or five years, it still does 
not give us, or our manufacturing execu- 
tives, all we or they believe is needed, so 
we are in the process of a complete re- 
study of our system with the primary view 
to improving its management reporting 
function. 

The other principal category of the 
Financial Division is Treasury Operations 
—the name is somewhat of a misnomer as 
its responsibility goes far beyond the usual 
treasury functions of cash control and 
finance. It includes the following depart- 
ments: Office Systems and Procedures, 
Tabulating, Tax, Insurance, and Cashier's. 
Just as we consider Accounting Opera- 
tions our factory, we similarly think of 
Treasury Operations as our staff and re- 
search organization. It includes two de- 
partments on which we are going to be 
very greatly dependent for the improve- 
ment of our accounting and management 
teporting in the years ahead. These are 
the Systems and Procedures Department 
and the Tabulating Department. To me, 
Systems and Procedures is perhaps the 
most important single department in the 
Financial Division, and every day it is 
assuming greater stature as the complex- 
ities of our business continue to multiply. 
The Tabulating Department—with guid- 
ance from the data-processing assistant to 
the treasurer—is also most important to 
our future plans, as it is now quite ob- 
vious that data processing, either with 
catds or some of the newer developments, 
is the way that our systems work is going 
to be accomplished in the years ahead. 
While our Tax Department is naturally 





greatly occupied with the preparation of 
the many local, state, and federal returns, 
nevertheless, our tax manager is very 
much concerned with the vital area of tax 
planning in relation to future operations. 
The Insurance and Cashier's Departments, 
although vital, are not too directly con- 
nected with that function of accounting 
which we are now considering. 

Finally, there is the Estimating and 
Statistical Department to which I re- 
ferred earlier, and which reports directly 
to the head of the Financial Division. This 
department operates largely in the area 
of budget preparation, reporting and fol- 
lowing-up, long-range forecasting, and 
special assignments and reports for all 
divisions of the company. 

The organization outlined here is by 
no means the ideal one—we are aware of 
a number of defects in it—but we believe 
that the close liaison between the vice 
president for finance, and the treasurer 
and the controller renders it a reasonable 
suitable vehicle for attaining the goal of 
rendering to the company’s executives the 
financial information and reports that will 
be of maximum value to them in making 
the decisions necessary to properly con- 
duct the affairs of the business. 


THE CHALLENGE TO ACCOUNTANTS 


I have left until last consideration of 
what I believe to be the thing general 
management needs most, and it touches on 
all that I have said up to now. The best 
way I can lead into it is to paraphrase a 
statement, made by our vice president for 
manufacturing to a group of accountants 
along these lines: 

“I am impressed that so many of you 
people are searching for better methods 
by which to account for the costs of to- 
day’s manufacturing processes. However, 
I get the further impression that you are 
only now putting into effect accounting 
methods which should have been adopted 


years ago, and’ that some of -you are still 
trying to push new manufacturing tech- 
niques into an old mold to conform with 
your present accounting practices. 

“Engineering and manufacturing proc- 
esses have been going through a revolu- 
tion during the past ten years, with even 
more rapid changes expected in the next 
decade. New materials; electronics re- 
placing machines; numerically controlled 
equipment ; complete mechanization being 
pushed by higher labor costs; entirely 
new methods of making components, to 
mention only a few, will make manufac- 
turing processes in current use obsolete 
within the next five to ten years. Many 
years of research, development and ex- 
perimentation have finally resulted in the 
very rapid progress we ate seeing today. 

“I do, however, submit to you that zo 
such new developments have evolved in 
the accounting field; that traditionally ac- 
counting is always looking for new meth- 
ods merely to catch up with progress 
made in the technological fields, which 
forces many new methods for costing, 
pricing and controls. Therefore, I make 
this challenge—that members of the ac- 
counting fraternity get the ‘forward look’ 
and start a program of experimentation 
and research to enable them to bring to 
manufacturing executives new, simple, 
more flexible and accurate procedures, to 
help them do their jobs in advance of 
their needs for them, not after. We want 
this help from you; we need it very badly 
now and will need it more in the future. 
You can change this potentially tremen- 
dously useful tool of cost accounting from 
one which is holding up progress to one 
which will become as much an aid as re- 
search and development.” 

Staying for the moment with the manu- 
facturing-accounting problem, I believe 
that a classic example is the argument 
which has raged for years on the relative 
merits of direct .costing versus standard 
(Continued on page 507) 





THE COST OF WASTED TIME 
To the Cincinnati Time Recorder Company, we are in- 
debted for the following chart. It dramatizes the cost of 
wasted time, showing how much ten minutes per day of 
wasted time amounts to in dollars, in a year. It is repro- 
duced here with the thought that readers may think it 
worthy of space in an employe publication. 
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Cash Forecasting 


With Coverage of All Factors 


S. J. Dziuban 


HE INCREASED TEMPO of business places 
tani demands on the cash and work- 
ing capital of corporations. The mainte- 
nance of a sound cash position is becom- 
ing a pressing responsibility. Cash must 
be available for the payment of taxes and 
dividends. If major plant expenditures 
are contemplated, it should be determined 
whether the required cash will be pro- 
vided from cash flow, borrowings, or 
added capitalization. In most instances 
the cash will come from a combination of 
the first two sources. Any borrowings will 
call for a scheduling of repayments. To 
deal effectively with these matters, a fore- 
cast of the cash position, extended over a 
period of time, is a prerequisite and an 
indispensable tool. 

A projection of working capital is as 
significant as a cash forecast, since work- 
ing capital represents the cash potential, 
as the cash investment in receivables and 
inventories, and the cash required for 
notes, accounts and taxes payable. 

Bookkeeping procedures are well estab- 
lished for recording the business transac- 
tions and results for the past periods, but 
this is not the case with cash forecasting 
and the projecting of working capital. 
These mean going a step beyond record- 
ing, in that they call for a forecasting of 





A self-proving technique for the forecasting 
of cash and projection of working capital, 


which takes account of all items affecting cash 


the transactions and results of future pe- 
riods. 

Therefore, a simple, speedy and self- 
proving technique of cash forecasting and 
working capital projecting is required. 


OUTLINE OF TECHNIQUE 


The following method, as set up in Ex- 
hibit II (facing page), fills this require- 
ment. After certain basic assumptions 
are made (Exh/bit I—references to items 
on Exhibit I), it insures recognition 
of the items affecting cash. With this 
technique, it is not necessary to estab- 
lish collections as cash income, and cash 
disbursements offsetting these as cash 
out-go. Instead, projections are developed 
through use of a broad income-equity 
forecast. By obtaining from income the 
equity projection, and then establishing 
the long-term capital projection, this tech- 
nique develops the working capital pro- 
jection, the items of which are analyzed 
to determine the cash projection. The 
projections may be by months, quarters or 
years, or any combination. 

A preliminary step is to establish or 
forecast the income before and after taxes, 
using a company budget if available, and 
if not, an estimate simply in terms of 
earnings per share. 
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The following definitions and concepts 
apply in this discussion: 


Equity capital—represents capital stock 
and surplus, or total assets less total 
liabilities ; 

Long-term capital (net)—represents 
fixed assets less long-term liabilities; 

Working capital—represents current as- 
sets less current liabilities. 


A KEY CONCEPT 


In this cash projection technique we 
use the concept that equity capital less 
long-term capital gives working capital. 
Or restated, working capital plus long- 
=~ capital equals equity capital. There- 
ore 


—A normal change in equity capital or 
capital stock and surplus (income- 
dividends), with no change in long- 
term capital, gives an equal change 
in working capital. 


—When equity or capital stock and 
surplus is not changed, any change 
in long-term capital (construction, 
depreciation, financing) gives an in- 
verse change in working capital. 


—Most of the other general day-to-day 
business transactions use and affect 
working capital alone, and changes 
or conversions within working capi- 
tal offset each other. (Cash obtains 
inventories, or finished goods be- 
come receivables, and then cash.) 


In this technique the first step is to 
record in the upper portion of the state- 
ment the changes in equity capital and 
long-term capital. Then the equity capital 
change, less the long-term capital changes, 
gives the total change in working capital. 

As a second step these changes in equity 
capital, long-term capital and working 
capital are applied to their capital items 
in the lower-center section of the state- 
ment. In this way, they develop from the 
previous period the new period balances 
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STATEMENT OF BASIC ASSUMPTIONS 


Following are the basic assumptions made in the single self- 
proving statement format used to control the cash projection. 
Subsidiary statements may be set up to develop and support the 
progression of current to projected fixed assets, long-term liabil- 
ities, and current assets and liabilities, each individually. 


a—Based on a sales budget or earnings per share estimate (1,000,000 shares) 
Net income before taxes at —1960—$10/Sh; 1961—$12/Sh; 1962—$14/Sh. 


l—Income after taxes (50%) —1960—$ 5/Sh; 1961—$ 6/Sh; 1962—$ 7/Sh. 
2—Dividends declared and paid at 50% of earnings. 


6—Property conversions (dismantlements)—at net book capital value; any 
gain or loss is in income. 


8—Financing of 1960 to be repaid in 1962. 


9—Long-term liability (8) converted to current liability. (See 13, 21 & 27.) 


EXHIBIT 





12—Receivable and inventory increases are working capital other-than-cash 
increase, and cash decrease. 


13—Note of 1960 set-up as current at end of 1961, repaid in 1962. Current 
designation in 1961 or working capital other-than-cash decrease is not 
cash-in but is offset by item 9, long-term liability reduction or conversion 
to current. 


14—Federal income taxes at 50% of income. Taxes are set off as separate 
items because of their scheduled payments. 


15—Tax liability payments of 50% in second half of current year and 
balance of 50% in first half of following year. 


16—Current liability (other than financing and taxes) increase, or decrease 
in working capital other-than-cash, is a cash increase. 


18—Cash change is total working capital change (10) less other-than-cash 
working capital change (17). 


30—Payment into fund for previous year offsets equal charge for pensions and 
(If not, 


retirements in current year costs. could follow income tax 


procedure). 











of (equity) capital stock and surplus, 
long-term capital and working capital. 
The equity capital less long-term capital 
equals working capital, which becomes 
the working capital control figure and is 2 
supported by a working capital-balance 
sheet of current assets and current liabil- 
ities in the bottom area of the statement. 


anh Ww 


PROJECTION TO END OF PERIOD 


As a result of the first and second steps, 
the total working capital control figure is 
projected to the end of the desired pe- 
riod(s). Referring to the accompanying 49 
statement (Exhibit II), current balances 
are projected by using forecasted items as 4 
follows: 12 

13 

—Forecasted net income (1), less divi- 14 

dends (2), gives the equity increase 15 
(3), which added to prior period 16 
capital stock and surplus gives the 47 
new period CS&S (19). te 


woo wy 


—Construction (4), increases fixed as- 
sets which are reduced by deprecia- 
tion (5), and property conversions 9 
or sales (6), giving net fixed asset 9 
change (7), which is added to 21 
prior period capital assets to give 


new capital assets (20). " 


23 

—Finan-ing (8), increases long-term 24 
liabilities (21)—which are reduced 25 
by any conversion from long-term to 9 
current liabilities (9). o 


. . ¥ . . PD - 28 
—CS&S increase or equity increase a 


(3), less net long-term capital in- 49 
crease (7, 8 and 9), gives working 
capital increase (10), which when 31 
added to the previous working capi- 32 
tal gives new working capital (22). 
—The new CS&S (19) less net long- 


term capital (20 & 21) also gives 
the new working capital (22). 


* Items 9 and 13—1961 conversion offset 
cash decrease. 


THE CONTROLLER 





> EXHIBIT I 





CASH FORECASTING 


Net income after taxes 
Less: Dividends 


Capital stock & surplus—equity increase 


Construction 
Less: Depreciation 
Property conversions 


Less fixed assets increase plus (decrease) 


Plus financing long-term liabilities increase 
Less long-term liabilities conversion to cur- 
rent* 


Equals total change in working capital 
increase or (decrease) 


Working capital other-than-cash increase or (dec) 
Current assets inc or (dec) (excluding cash) 
Financing (conversion to current) & repayment 
Tax accruals 
Tax payments 
Current liabilities—other (inc) 


Less working capital other-than-cash increase 


Equals cash increase or (dec) 











Year 
1960 1961 1962 
$ 5,000,000 $ 6,000,000 $ 7,000,000 

2,500,000 3,000,000 3,500 000 
2,500,000 3,000,000 3,500,000 
6,000,000 5,000,000 4.000,000 
3,000,C00 3,500,000 4,000,000 

100,000 100,000 100,000 
2,900,000 1,400,000 (100,000) 
2,000,000 _ - 

2,000,000* _ 


$ 1,600,000 $ (400,000) $ 3,600,000 





500,000 2,700,000 1,000,000 
_ (2,000,000)* 2,000,000 
(5,000,000) (6,000,000) (7,000,000) 
5,000,000 5,500,000 6,509,000 
- (500,000) (500,000) 
500,000 (300,000) 2,000,000 


$ 1,100,000 $ (100,000) $ 1,600,000 











Dee. 51, Dec. 31, Dec. 31, Dec. 31, 
1959 1960 1961 1962 

Capital stock & surplus $47,500,000 $50,000,000 $53,000,000 $56,500,000 
Less: Fixed capital assets 34,100,000 37,000,000 38,400,000 38,300,000 

Plus: Long-term liabilities _ 2,000,000 - _ 
Equals WORKING CAPITAL Control $13,400,000 $15,000,000 $14,600,000 $18,200,000 
CASH $ 1,400,000 $ 2,500,000 $ 2,400,000 $ 4,000,000 
Accounts receivable 7,500,000 8,000,000 8,500,000 9,000,000 
Inventories 12,000,000 12,000,000 14,200,000 14,700,000 
Current Assets 20,900,000 22,500,000 25,100,000 27,700,000 

Notes payable _ - 2,000,000 - 
Accounts payable 4,000,000 4,000,000 4,500,000 5,000,000 
Accrued taxes 3,000,000 3,000,000 3,500,000 4,000,000 
Reserve for pensions-retirements 500,000 500,000 500,000 500,000 
Current Liabilities 7,500,000 7,500,000 10,500,000 9,500,000 
WORKING CAPITAL $13,400,000 $15,000,000 $14,600,000 $18,200,000 


. Long-term liability reduction is working capital other-than- 
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REACHING THE CASH FIGURE 


As the third step, the working capital 
total, as the control figure, is also posted 
in the lower working capital-balance 
sheet portion of the statement as item 32, 
the difference between current assets (26) 
and current liabilities (31) and is used 
to work up to the item of cash. 

The current liability items (27 through 
30) are analyzed and projected and their 
sum (31) is added to the total working 
capital (32) to give projected total cur- 
rent assets (26). 

The current asset items other-than-cash 
such as receivables (24) and inventories 
(25) are also analyzed and projected, and 
deducting them from the total current as- 
sets (26) gives the difference as cash (23). 

In step 1 the equity change less the 
long-term capital change gave the total 
change in working capital; step 2 devel- 
oped the new balances of equity capital, 


long-term capital and working capital; 
and step 3 developed the individual items 
of working capital other-than-cash and 
then cash. 

As a fourth step, the changes in the 
items of working capital other-than-cash 
are developed as items 12 through 16, by 
comparing projected balances to prior 
balances of working capital-balance sheet 
items 24 through 30. The crux of this 
fourth step, once the total change in 
working capital (10) is known, is to de- 
velop the change in the working capital 
other-than-cash items as item (17) and 
by deducting the working capital other- 
than-cash change from the total change 
in working capital, thus arrive at the cash 
change (18). This cash change added to 
previous cash balance gives the projected 
cash (23). In addition to proving the 
cash as obtained in step three, this fourth 
step completes a listing of the items 








- EXHIBIT III 














CASH FORECASTING—ALTERNATE 


CASH-IN 


Net income after taxes 
Federal income taxes 


Net income before taxes 
Depreciation 

Property conversions 
Interest—noncash cost 
Pensions—noncash cost 


TOTAL 
CASH-OUT 


Federal income tax payment 
Dividends 

Construction 

Interest payment 

Pension payment 


TOTAL 


Net cash in or (out) 
Inventory (inc) cash (dec) 
A/C pay inc (dec)-cash inc (dec) 


NET CASH INC or (DEC) 


Capital stock & surplus 
Less: Fixed capital 
Plus: Long-term liabilities 


Working capital control 


CASH 
Accounts receivable 
Inventory 


Current assets 


Notes payable 

Accounts payable (Excldng interest) 
Interest payable 

Accrued taxes 

Reserve for pensions—retirements 


Current liabilities 


WORKING CAPITAL 


























Oct.1960 Nov.1960 Dec. 1960 
$ 350,000 $ 400,000 $ 500,000 
350,000 400,000 500,000 
700,000 800,000 1,000,000 
250,000 250,000 250,000 
10,000 10,000 _ 
10,000 10,000 10,000 
40,000 40,000 40,000 
$ 1,010,000 $ 1,110,000 $ 1,300,000 
$ - $ - $ 750,000 
_ _ 625,000 
600,000 500,000 400,000 
— _ 60,000 
- 120,000 =— 
$ 600,000 $ 620,000 $ 1,835,000 
$ 410,000 $ 490,000 $ (535,000) 
- (50,000) (50,000) 
10,000 = (100,000) 
$ 420,000 $ 440,000 $ (685,000) 
Sept. 30, Oct. 31, Nov. 30, Dee. 31, 
1960 1960 1960 1960 
$49,375,000 $49,725,000 $50,125,000 $50,000,000 
36,270,000 36,610,000 36,850,000 37,000,000 
2,000,000 2,000,000 2,000,000 2,000,000 
$15,105,000 $15,115,000 $15,275,000 $15,000,000 
$ 2,325,000 $ 2,745,000 $ 3,185,000 $ 2,500,000 
8,000,000 8,000,000 $ 8,000,000 $ 8,000,000 
11,900,000 11,900,000 11,950,000 12,000,000 
$22,225,000 $22,645,000 $23,135,000 $22,500,000 
$ 4,090,000 $ 4,100,000 $ 4,100,000 $ 4,000,000 
30,000 40,000 50,000 _ 
2,500,000 2,850,000 3,250,000 3,000,000 
500,000 540,000 460,000 500,000 
$ 7,120,000 $ 7,530,000 $ 7,860,000 $ 7,500,000 
$15,105,000 $15,115,000 $15,275,000 $15,000,000 
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changing cash, providing an analysis or 
explanation of the change in the cash 
position. 

Stating this technique in simplest terms, 
income increases and dividends decrease 
capital stock and surplus. Determining 
and deducting net long-term capital gives 
working capital. Establishing the compo- 
nents of working capital develops the 
cash position. 


ALTERNATE PROCEDURE 


An alternate arrangement of the upper 
half of the statement may be presented 
using working capital income-outgo to 
develop a net cash-in, -out statement. 

Working capital income or cash-in is 
comprised of income after taxes, depre- 
ciation, property conversions and financ- 
ing. 

Working capital outgo or cash-out is 
comprised of losses if any, dividends, 
construction expenditures or capital in- 
vestment and conversions of long-term 
liabilities to current. 

Federal income tax accrual can be han- 
dled as a cash-in item, reporting income 
after taxes, adding taxes and arriving at 
income before taxes. Federal tax payment 
would then be included as a cash-out item 
listed before dividends. With this treat- 
ment, the federal tax items would be ex- 
cluded from the working capital other- 
than-cash items grouping. 

Treatment similar to taxes would be 
given any other items, such as interest or 
pension costs, which are charged to ex- 
pense and credited to an accrued liability 
account monthly, but are paid in different 
periods. This is particularly important 
with monthly or quarterly forecasts when 
the payments do not offset the monthly 
charges and where the nature of such pay- 
ments warrants setting them off sepa- 
rately, “flagging” them as an early cash 
requirement. The expense, since it is a 
noncash cost, is added as a cash-in item 
each month; the payment charged to or 
reducing the liability is listed as a cash- 
out item in the particular month paid. To 
the extent these items are accounted for 
separately as cash-in and cash-out, they 
would be excluded from the working 
capital other-than-cash grouping. 

In annual forecasts, although payments 
may generally offset charges to expense, if 
it is desirable to recognize and list any 
payments as cash-out, the charges would 
have to be included as cash-in. 

Any other changes or conversions 
within working capital (working capital 
other-than-cash) such as build-up of 
liquidation of current assets, and payment 
or deferment of current liabilities, are 
listed, as they affect cash. 

A specimen cash forecasting—alternate 
statement (Exhibit II1) shows how this 
alternate arrangement may be presented. 





X.UM 


S of 
cash 


rms, 
‘ease 
ning 
riVES 
Npo- 

the 


pper 
nted 


» to 


Nn is 
pre- 
anc- 


It is 
nds, 


erm 


han- 
ome 
g at 
nent 
item 
reat- 
eX: 


her- 


| be 
it or 
ex- 
ility 
rent 
‘tant 
then 
ithly 
pay- 
epa- 
cash 
is a 
item 
0 OF 
ash- 
. To 
for 
they 
king 


ents 
eC, if 


ould 


ions 
pital 
or 
nent 
are 


nate 
this 
ited. 





XUM 








Todays low-cost way to automate 
your job costing is with 
Keysort Data Processing 


For strict job costing controls at every stage of opera- 
tion—for any number of up-to-the-minute management 
reports in such areas as inventory, order and sales analy- 
sis, labor costing—Keysort is the data processing system 
to use. 

The reasons are many. No restrictive procedures; 
minimum training; remarkable economy; simplicity of 
installation and operation. 

Keysort, in fact, is the only automated data processing 
system flexible enough to fit your business as it stands 
and as it grows. It is the one system adaptable and af- 
fordable to companies of every size. 

With Keysort you use punched cards—mechanically 
created for fast, easy sorting. Figures are automatically 


tabulated and results summarized direct to reports 
without transcribing. 

Result: Keysort automates your data processing to 
give you the meaningful on-time information you need 
for complete control.of your business and profits. 
Monthly, weekly, daily. And at truly low cost. 

Your nearby Royal McBee Data Processing Systems 
Representative has had a wealth of experience in solv- 
ing management control problems. Working with you, 
with your systems and procedures experts, he can offer 
helpful advice about a low-cost Keysort system tailored 
to your individual requirements. Call him, or write us 
at Port Chester, N. Y. — indicating the applications in 
which you are interested—and we will be happy to send 
you actual case histories from our files. 


ROYAL MCBEE. data processing division 


NEW CONCEPTS IN PRACTICAL OFFICE AUTOMATION 














S. A. Tesoriere 


HEREVER we choose to look today, 
AY cxseciaits in the arts and in the sci- 
ences, we find that the traditional has de- 
generated into the outmoded having only 
nostalgic value. A quick review in one’s 
mind of the recent artistic and scientific 
changes will immediately dispel any 
doubts on this score with limited excep- 
tions in the area of women’s styles, the 
Westerns and accounting. The first two 
conjure pleasant nostalgic reminiscences, 
the third tends to create dissension and 
confusion. 

Accounting has hardly changed in the 
past few centuries. Having once de- 
veloped a set of definitions, principl-s 
and bases of measurement under less 
virile economic conditions, it has been re- 
luctant to modify them primarily for a 
lack of professional agreement and lead- 
ership. In the light of economic con- 
ditions, accounting has failed to com- 
municate financial data effectively to all 
interested parties. 

In the area of depreciation this is es- 

! pecially noticeable. We find an insistence 
‘on cost values instead of dollar values, 
resulting from a creeping inflation, swells 
profits unrealistically. In turn this ac- 
celerates the inflationary trend. Countries 
in other continents, often thought less ad- 
vanced, have come to grips with this same 
subliminal depreciation problem, referred 

















S. A. TESORIERE has been chairman of the department of 
Accounting at the School of Business, Fordham Univer- 
_ sity, New York, since 1955 with the rank of associate pro- 
fessor. He joined the Fordham faculty in 1950. From 1948 
to date he has conducted his own CPA practice including 
consulting work especially in the area of management train- 
ing programs. He holds a B.B.A. from St. John’s University 
and an M.B.A. from New York University. He has contrib- 
uted articles to books and magazines covering the account- 
ing field. A CPA (State of N. Y.), he is a member of AICPA. 


Price Depreciation and Paper Profits 


to more commonly here as price-level de- 
preciation, and have taken steps to meas- 
ure and eliminate it from profits. 


A FAIRER REPRESENTATION 


The accountants’ certificate which re- 
ports in its closing remarks, “In our 
opinion the financial statements present 
fairly the finan-ial position and the re- 
sults of operations for the year —in 
conformity with generally accepted ac- 
counting principles —” is still predi- 
cated on certain outmoded thinking. There 
is a serious need for more modern-think- 
ing accountants who will frankly admit 
the use of sounder principles. These pzin- 
ciples would permit them to state that, in 
their opinion, the financial statements 
more fairly present the financial data 
than would those resulting from the ap- 
plication of generally accepted outmoded 
principles, kasically several centuries old. 

While it is unqualifiedly certain that 
this small group of realistic accountants is 
growing in numbers, it is equally true 
that they still have to apologize for their 
position if they deviate from general 
archaic practice. This is an intolerable 
position, much like asking our space sci- 
entists to repudiate their efforts, and a 
Picasso or Faulkner to utter excuses for 
their deviation from the traditional. In 
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How failure to incorporate the 
factor of “subliminal depreciation” 
has lent unreality to the profit statement 


the immediate area of business, it is like 
asking the developers of ele-tronic data- 
processing equipment to apologize tor 
their achievements. This is exactly what 
forward-thinking accountants are asked to 
do when they depart from generally ac- 
cepted principles which fail to measure 
the extent of subliminal depreciation pro- 
duced by inflation. 


DELUSIVE INCOME 


It is certainly no revelation that 
throughout the last score of years the dol- 
lar has shrunk in value while business 
profits as curently reported have swelled 
—as have the taxes paid thereon. But 
profits in many instances are not what 
they appear to be. They are problematical 
profits. They require re-appraisal in ozder 
that the unexpendable portion created by 
dollar erosion be eliminated. 

The rules leading to the determination 
of income do not fully consider that, in 
an era of rising costs, there creeps into 
the term ‘‘profit’” a substantial amount of 
purely market or paper gains. This market 
element in business profits, as currently 
computed, is both illusory and unexpend- 
able, and to that extent creates operating 
results divorced from reality. The profit 
figure so computed sets the tax liability 
and determines the desirability of paying 
dividends, approving bonuses and em- 
barking on elaborate expansion programs 
or other ambitious plans. 

Little practical progress has been 
achieved in accounting for inflation and 
none at all in the area of depreciation 
predicated on the declining pu:chasing 
power of our money. Accelerated depre- 
ciation methods are not to be confused as 
accomplishing this end, for however lib- 
eral they may be they are still predicated 
on original cost. 

Based on the published Consumers 
Price Index, the valve of the dollar since 
1950 has dropped about 25 per cent. A 
similar percentage decline took place in 
the five years immediately preceding 
(Continued on page 482) 
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The new XeroX 914 Office Copier does 
not require expensive sensitized paper, 
or intermediate film negative, or liquid 
chemicals. It copies directly onto stand- 
ard office paper (plain or colored), 
your own letterhead, or card stock. Up 
to six copies per minute! 


Easiest of all office copiers to operate 
for multiple copies or just one. Simply 
place original document face down on 
the scanning glass, select the number of 
copies you want, and push “Print” 
button. Anyone can make perfect copies 
every time on the XeroX 914 Copier. 






























There are no exposure adjustments to 
make with the XeroX 914 Office Copier 
and, therefore, no waste of materials 
(the biggest cost item in conventional 
office copying). Each copy, every copy 
of the original is a perfect copy. The 
last copy is as good as the first. 


About 1¢ per copy for supplies. If you 
now spend $50 to $100 per month for 
copying supplies, you can’t afford to be 
without the new XeroX 914 Copier. 
Supplies cost about 1¢ per copy, the 
machine is available without capital in- 
vestment on a unique pay-as-you-use 
plan starting at $95 a month. 


makes copies 
on ordinary 


paper 














Copies everything—never misses a 
color! A letter, invoice, statement, con- 
tract—anything written, typed, printed, 
stamped or drawn can be copied on the 
new XeroX 914...even pages in a 
thick bound book. Copies all colors, 
even reds and blues, with sharp black- 
on-white fidelity. 






For complete information about this 
remarkably fast, inexpensive method of 
copying, write HaLtomw Xerox Inc., 
9X-130 Haloid St., Rochester 3, New 
York. Offices in principal U.S. and 
Canadian cities. 


Overseas: af A LO 4 dD 


Rank-Xerox 


Ltd., London. x E R te) X: 





NEW XEROX 914 


OFFICE COPIER 


SEE THE XEROX 914 OFFICE COPIER AT THE BUSINESS EQUIPMENT EXPOSITION, LOS ANGELES MEMORIAL SPORTS ARENA, NOVEMBER 1-4, 1960 
























New kind of TELE-PROCESSING system: IBM 1401 systems send 
and receive information directly, with no intermediate handling of 
the message. 

A new device enables the IBM 1401 data processing system to 
serve as a low-cost, two-way communications system in addition to 
its regular processing functions. With the new IBM 1009 data 
transmission unit, plus related dialing equipment, a 1401 can send 
data over long-distance or leased communication lines directly 
from its electronic memory to the memory of another 1401. There's 
no detour for transferring the data to cards or tape. 





hhis mac! 
yoves ac 
leused f 
may Serv 
with othe 
TELE-PRO: 

This ex; 
fow of ii 
if field ij 
make pro’ 


is send 
dling of 


tem to 
ition to 
19 data 
in send 
firectly 
There's 





NOW 
IBM 1401 
IATA PROCESSING SYSTEMS 
“TALK” TO EACH OTHER 
LONG DISTANCE— 
MEMORY 
TO 
MEMORY 





his machine-to-machine transmission saves time and effort, im- 
Woves accuracy. The versatile 1401's card and tape facilities can 
used for input and output. The 1401’s high-speed printer also 
may serve as output. The transmission unit can also team up 
wth other sending and receiving equipment developed for IBM 
FLEPROCESSING systems. 

This expansion of the 1401’s capabilities makes possible a fast 
‘ow of information into the home office from a wide network 
iffield installations. Business and scientific organizations can 
lidke profitable use of this new advance for such applications as 


IBM. TELE-PROCESSIN 


accounting, inventory control, engineering, production scheduling 
and sales communications. 

Can an IBM TELE-PROCESSING system help you? 
Business information is useful only if it can be acted upon. TELE- 
PROCESSING systems make data available where and when it’s 
needed. With years of data transmission experience, IBM can make 
your business data more useful. Ask your IBM representative 
about the advances in TELE-PROCESSING systems and what they 
can do for you. Data Processing Division, International Business 
Machines Corporation. 


Trademark 














1950. No formal recognition of this dol- 
lar deterioration has been afforded to 
asset replacement primarily because infla- 
tion has occurred in small doses. Yet the 
50 per cent dollar devaluation in 15 years 
is hardly immaterial. Had this developed 
over a few years as it has in some other 
countries, we, too, would have provided 
proper recognition ; but over the years the 
aggregate drainage of corporate capital is 
nevertheless important. 


VANISHING PROFITS 


Isolating a set of transactions for closer 
scrutiny, we can better appreciate the term 
“problematical profits’ as it applies to the 
area of subliminal depreciation. 

Assume a situation wherein a parent, 
desiring to test his son’s business ability, 
donates a well-equipped machine shop to 
his son—no other assets, no creditors or 
debts. The son is instructed to operate the 
shop for a trial period of five years, at the 
end of which time he is to keep all profits 
after returning the shop in exactly the 
same status as when he originally ac- 
quired it. The equipment to run the plant 
is new and cost $100,000. Since the 
equipment has an estimated life of five 
years, it is intended that, before the shop 
be returned to his parent, it is to be re- 
furnished with similar new equipment in 
order that it remain in identical working 
condition. 

The market for machined products is 
good, and the profits over the allotted 
period amount to $55,000. Highly satis- 
fied with the “profit” the son begins to 
replace the now-worn equipment that he 
might fulfill the terms of the agreement. 
The prevailing rising price level, which 
helped him earn his profit, brings the cost 
of replacing the shop’s equipment to 
































$150,000. He has kept his part of the 
agreement and requests of his father 
$55,000, arrived at by conventionally 
applying the original cost of the equip- 
ment (cost depreciation), together with 
the other operating costs, against sales. 

The father, examining the figures a 
moment, compliments him on his achieve- 
ment and asks the son to draw himself a 
check from the business for the balance. 
The son, occupied with the technical op- 
erating end of the business, concerned 
himself little with the office and the ac- 
counts. Relying on the profit figures re- 
ported to him, he was considerably em- 
barrassed when he found that the firm’s 
cash balance showed only $5,000, the 
true extent of his profits for the five-year 
period. This amount represented the dif- 
ference between the profit of $55,000 re- 
ported and the $50,000 increased cost 
arising from subliminal depreciation. 

We can well imagine the son’s disap- 
pointment, but we must appreciate that, 
in this case, the net accretion to the busi- 
ness was just the balance in the checking 
account. Only to the extent that proceeds 
from sales were not absorbed in replace- 
ment costs has there resulted expendable 
income. 

How much sadder it would have been 
had the son spent his apparent profit as 
he was so often tempted to do. He then 
would have come to the rude awakening 
that money would have to be borrowed 
from other sources in order to fulfill his 
bargain. 

Yet this same son might well insure 
his three-year-old cruiser at a figure 
greater than its cost because he recognizes 
that the recovery from the insurance com- 
pany of original cost would be inadequate 
in terms of current replacement. Our in- 
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surance companies accept and encourage 
this thinking. Our taxing authorities also 
can see the logic in this case and permit 
the excess recovery over cost to go tax-free 
if such “‘profit’”’ is absorbed in the process 
of replacing the asset. But it will not 
apply the same basic thinking in the 
machine-shop case. 


CURRENT INCONSISTENCIES 


We can readily see the effect of inflated 
costs in the instances cited. Strangely 
enough, however, when we toss a mul- 
tiple of transactions into the complex 
economic structure of modern business, 
we lose sight of fundamentals. We arrive 
at a profit figure that places its emphasis 
on the term “acceptable” rather than 
sound. 

I choose to call today’s reported profit 
figures “problematical profits.” They are 
problematical to the extent that such fig- 
ures fail to maintain the same operating 
efficiency permissible with their present 
plant facilities, by providing for their 
proper replacement. 


EARNINGS MUST BE ADJUSTED 


Earnings that are inflated through an 
unyielding adherence to historical costs 
without regard to replacement costs must 
be adjusted to provide the latter, and all 
financial decisions should be predicated 
on such adjusted figures, despite the in- 
sistence on the part of the Government 
and accounting methods to ignore these 
dollar fluctuations. 

For the most part, market profits in in- 
ventories have been eliminated by the use 
of Lifo method, which permits the most 
recent cost to be applied against sales. We 
must be sure, however, that Lifo is being 
used, as there are still some business or- 
ganizations that have not converted. If 
not, we must calculate a reasonable deduc- 
tion to cover replacement costs and adjust 
reported profits accordingly. 

Analogous reasoning can be applied 
with respect to plant and property. The 
recovery of depreciation of plant and 
property out of sales income has the same 
effect as a piecemeal sale of capital assets. 
Depreciating machinery, costing $100,- 
000 and having a useful life expectancy 
of five years, is the equivalent of selling 
such machinery in five aliquot parts over 
that period of time. Although the annual 
effect is restricted to one fifth of the asset, 
it adds up in five years to the same amount 
as an outright sale of such asset. 

However, corporate financial _ state- 
ments do not make a similar allowance 
for these replacement costs. Rather do 
they allow, by means of depreciation, the 
recovery of original or historical costs, 
which generally are substantially below 
current costs. Accordingly, the continuing 
rise in the price level brings up a serious 
question: whether corporate working cap- 

(Continued on page 504) 
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FIRST 


with the solution 


SEE THE 


Complete management control demands 
accurate, instantaneous data collection, 
transmission and processing. 


Until Stromberg developed the 

TRANSACTER SYSTEM, no accurate, 
instantaneous method of source data collection 
existed. Industrial data gathering and 
transmission was a relatively primitive operation — 
completely dependent on manual recording and 
delivery, and subject to human fallibility 

every step of the way. Such methods 

were incompatible with the speed, 

accuracy and efficiency of modern electronic 
data processing. 


The TRANSACTER SYSTEM - entirely compatible 
with all major electronic data processing 
methods - is the first successful data 

collection system designed specifically 

for use in the factory. It eliminates 

all intervening paper work and clerical 
operations between widely scattered data 

sources and a central processing office. 


Compilation of management reports 
that has heretofore taken days~sometimes weeks — 
can now be fully accomplished in minutes! 


Production and inventory control, 

job costing, receipt and shipment, on-line 
communication, job order recording — 

these are just a representative few of the 

scores of potential assignments for 

the TRANSACTER SYSTEM in modern industry. 


With the TRANSACTER SYSTEM dramatic 
new opportunities for profit improvement 
become evident. 


TRANSACTER* SYSTEM IN ACTION. 


INTERNATIONAL SYSTEMS MEETING 
New York, October 10-12 


CONTROLLERS INSTITUTE CONFERENCE 
San Francisco, October 22-26 


STROMBERG DIVISION 


GENERAL TIME CORPORATION 
THOMASTON, CONNECTICUT *TRADE MARK GTC 
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Measurement— Plus Planning: 
Remarks on a Control System’ 


* Abstracts of remarks at a technical session of the East- 
ern Area Conference of Controllers Institute of America 
held at Pocono Manor, Pennsylvania, May 1960, made by 
RAYMOND VILLERS, JAMES L. PEIRCE and DUD- 
LEY E. BROWNE. Dr. Villers, who was the featured 
speaker at the session, is a consultant on industrial manage- 
ment with the firm of Rautenstrauch and Villers, New 
York, and a lecturer on industrial engineering at Columbia 
University. Panelists Peirce and Browne, both former presi- 
dents of the Institute, are respectively vice president-finance, 
A. B. Dick Company, Chicago, Illinois, and vice president- 
finance, Lockheed Aircraft Corporation, Burbank, Calif. 


PARTI . 


FTER YEARS of uncertainty with regard 
A to what is meant by control system, 
a trend is now developing that is char- 
acterized by two essential points: (1) 
The need for diversified standards of 
measurement and (2) the need for a con- 
trol function as part of the organization 
structure. 


THE NEED FOR DIVERSIFIED 
STANDARDS OF MEASUREMENT 


Profit-making at a rate that provides an 
adequate return on investment is the ulti- 
mate goal of the business enterprise. It is 
therefore beyond question that the ac- 
counting figures provide the standard of 
measurement of the performance of the 
company as a whole. The problem is how 
to relate profit-making to the performance 
of each of the executives and supervisors 
to whom authority and responsibility have 
been delegated: The vice president-manu- 
facturing, the director of research, the 
chief accountant, the plant manager and 
each foreman. 

The efforts made to solve this problem 
can be classified as three major steps 
taken during the last 60 years: 


Step 1 started with Frederick W. Tay- 
lor’s work—the determination of work- 
measurement standards. This has proved 
to be a very useful step that nema the 
basis for cost accounting. The same ap- 


.Raymond Villers 


proach is now being used in various fields, 
including office work, applying such sta- 
tistical concepts as the work-sampling 
method. 

Step 2 has been the use of budgets that 
makes it possible to control expenses on 
the basis of foresight rather than on the 
basis of wisdom of hindsight. In the 
late 1940's budgeting was still considered 
a nonpractical approach in most com- 
panies. During the last decade, industry 
has taken this Step 2. Budgeting is now 
the rule rather than the exception, as in- 
dicated by the recent survey conducted 
under the sponsorship of Controllers In- 
stitute Research Foundation. 

Step 3 is the recent trend which is es- 
sentially the subject of this paper. Work- 
measurement standards and expense budg- 
ets—Steps 1 and 2—tell you whether or 
not the money spent was the amount that 
could be reasonably expected for what 
was accomplished. They provide a useful 
expense control. But expense control is 
only one aspect of profit-making. The 
other aspect involves what has been ac- 
complished and also what should have 
been done and has not been done. Step 3 
is the development of a control system 
that provides a measurement of this other 
aspect of profit-making: what has been 
obtained as a result of the money that was 
spent. 
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Characteristics of a control system aimed 
at cutting the complexities of modern 
financial administration down to 

size, followed by observations on the 
controller's role and responsibilities 


Considering the organization as a whole, 
the answer is clear-cut and accounting 
data provide this answer. The sales in- 
come is what has been obtained as a te- 
sult of the expense. The difference be- 
tween the two is the profit that measures 
the performance of the whole organiza- 
tion. But the question is: 


How can the head of the organization 
measure the performance of his subor- 
dinates at the various levels of manage- 
ment with regard to what they have ac- 
complished for the money they spent? 


A useful approach is divisionalization. 
The manager of a division has to show a 
profit for his division. This approach pro- 
vides such a clear-cut answer that it has 
been widely practiced. There is room for 
argument as to how far to go in the direc- 
tion of divisionalization and this has been 
widely discussed. But there is no room 
for argument that, regardless of the size of 
the division, divisionalization in modern 
industry will always end with a functional 
organization because, on its own, the divi- 
sion is a functional organization. 

No profit can be made by the organ- 
ization unless the various functions con- 
tribute effectively, but no function makes 
a profit on its own. Attempts have some- 
times been made to create profit centers 
within the functional organization, which 
amounts to semidivisionalization, but this 
procedure is rather exceptional. The ques- 
tion then is: 


How to measure the performance of a 
manager in the functional organization? 


For taany years the answer has essen- 
tially been of a qualitative nature: the 
opinion of one or several executives. A 
report by the president to the board of 
directors could emphasize the “splendid 
accomplishment’ of the marketing peo- 
ple; the plant manager could ask for an 
increase in salary of this foreman, because 
of his “‘excellent job,” or could decide to 
fire that foreman because he is “‘no good.” 
Obviously this approach leads to abuses, 
misunderstandings and misjudgments. 

With a quantitative measurement of 
actual performance, these problems caf 
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be solved and the management of the 
functional organization can become much 
more efficient, making it possible to op- 
erate on the basis of functional decen- 
tralization. 

In recent years, increasing attention has 
been given to the need for standards of 
performance. As stated by W. Benton 
Harrison, senior vice president-adminis- 
tration of Sylvania Electric Products: 


What can be quantified? There is no 
question that businessmen have learned to 
measure and apply mathematical tech- 
niques to new facets of business activities 
during the past decades. Relatively little 
progress however has been made in apply- 
ing these quantitative methods to manage- 
ment. I can think of nothing needed more 
than a method for measuring the effective- 
ness of a manager. 


To serve this purpose, the activities of 
the manager have to be analyzed and his 
performances related to certain key cen- 
ters of the business, i.e., the centers of 
activities that deserve special attention 
because of the conditions of operation. 

To select the key factors, not too many 
and enough of them; to select an ade- 
quate unit of measurement: sales volume, 
sales mixture, rate of rejects, absenteeism, 
turnover, among many other units; to 
prepare reports that do not require too 
much paperwork and at the same time 
provide all the information needed by 
each executive or supervisor who has to 
know how his subordinates have per- 
formed—this is the problem. 


THE NEED FOR A CONTROL 
FUNCTION AS PART OF THE 
ORGANIZATIONAL STRUCTURE 


As is always the case in a new field, 
there is room for uncertainty and dis- 
agreement. This is the case with this new 
control function, specifically with regard 
to four fundamental questions: 


Question 1. What will be the field of 
activities of this function? 1 suggest that 
it will include planning and budgeting as 
well as control, because in many cases the 
adopted plan of action provides the stand- 
ard of measurement of the actual per- 
formance. 

I also suggest that it should include the 
tesponsibility for data processing. Recent 
and expected new developments in the 
field, including electronic computers and 
telecontrol, the new production control 
equipment, clearly indicate that integrated 
data processing is part of a well-managed 
control system. 

Question 2. What are the responsi- 
bility and the authority of this function? 

I think that it should be clearly estab- 
lished that this function acts as a service 
department for the benefit of manage- 
ment, with no authority to give orders 
but with the responsibility of offering 
assignments as part of planning, which 


assignments have to be accepted by the 
operating people, with no authority to in- 
vestigate what has already been done, but 
with the responsibility of providing an 
adequate control system. This stimulates 
the effective concept of functional decen- 
tralization. 

If properly organized, managerial con- 
trol is an objective method of effective 
management that is essentially based on 
(a) the determination of a standard of 
performance (call it S); (b) the record- 
ing of the actual performance (call it 
A); (c) the computation and eventual 
analysis of the variance (V = S— A); 
and the proper managerial action. 

The decision to act depends upon the 
information provided. The actual per- 
formance A and the predetermined stand- 
ards may draw attention to significant 
problems and the need for change in the 
conditions of operation, or to significant 
Opportunities that should be taken ad- 
vantage of. The variance V — S — A, if 
adequately measured and analyzed, indi- 
cates whether or not the operations are 
conducted as expected. The action sug- 
gested by V may be a reward or a rebuke, 
a change in procedure or any other action. 
The decision may even be not to act, 
either because V is a variance that is 
within expected or acceptable limits, or 
because it is recognized that for the time 
being nothing can be done about it. 

The problem that has to be solved is to 
determine what information should reach 
this or that manager, how standards of 
measurement can be determined, how the 
actual data are recorded, how detailed 
they have to be, how accurate they can be 
and how the analysis of the variance 
V = S—A can be made and presented. 

This is the responsibility of the con- 
trol function. 

Question 3. Who will take over this 
new control function? 

The nature of this problem is best il- 
lustrated by the article recently published 
in the Journal of Industrial Engineering by 
E. B. Cochran, who thinks that this new 
function will be part of the controller’s 
office. His article is preceded by a note 
of the editors who indicate their opinion 
that the industrial engineer should be 


considered. In a following issue of the 
Journal of Industrial Engineering, the 
author of the article answered the editors’ 
note. Illustrative of the transition period 
we are going through is also the fact that 
exactly a year ago—it was in May 1959— 
I myself was given the opportunity of ad- 
dressing the national convention of the 
American Institute of Industrial Engi- 
neers and of presenting a paper also re- 
lated to the control function. 

Question 4. Last but certainly not 
least—How to organize the control sys- 
tem? 

What is needed is an integrated sys- 
tem. This point has been very clearly 
indicated in recent years in various 
studies, including the research work spon- 
sored by Controllers Institute Research 
Foundation and several papers presented 
before the American Management Asso- 
ciation. 

An integrated system is best provided 
by the operations control book system. 

An operations control book is a set of 
reports made available to each manager 
Or supervisor and intended to give him 
the information he needs to evaluate his 
own performance and to know to what 
extent he can rely upon the subordinates 
to whom he has delegated some of his 
responsibilities. 

Too much information results in re- 
ports too extensive or too intricate which 
may either remain unread or be misunder- 
stood. Too little information may leave 
gaps in the texture of managerial controls 
and defeat their own purpose. A solution 
to this dilemma is to provide at top-man- 
agement level a synthesis of information 
and a very analytic information at the 
lower levels and to relate them to each 
other through progressively less synthetic 
and more analytic but closely interrelated 
information from top to bottom. This 
means a complete departure from the 
frequent practice.of issuing one report, 
copy of which goes to all levels of man- 
agement, thus saving a great amount of 
paperwork but wasting a great amount 
of managerial effort and even taking the 
risk that the information will be mis- 
understood or will not receive the atten- 
tion it deserves. (Continued on page 486) 
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To illustrate the approach of issuing a 
synthetic related to analytic reports, let us 
take a hypothetical case. In a given busi- 
ness, the president receives synthetic re- 
ports that summarize the main activities 
of the business. The vice president-manu- 
facturing, the shop superintendent and 
the foremen receive reports related to 
their own problems in an increasingly 
analytic manner from top to bottom. 

During a given period, the scrap of 
material in one department has reached 
a very unusual level. The report received 
by the president reveals that the actual 
cost of production is far above standard. 
The report received by the vice president- 
manufacturing does not give the final 
answer to the question asked by the presi- 
dent with regard to this variance, but it 
shows that the variance has occurred in 
the shop, not in the assembly department. 
The shop superintendent's report includes 
the item “scrap” which reveals that this 
particular element of cost is the one out 
of line. But it gives only a total value of 
the scrap expense. A breakdown of this 
expense by type of material is available 


in the more detailed reports sent to the 
foremen. The foreman’s report discloses 
which material is responsible for the un- 
identified variance shown in the report 
to the president between actual and stand- 
ard cost of manufacturing. This provides 
the information the president needed to 
take action. He immediately calls the vice 
president who supervises the purchasing 
agent and tells him to find out why this 
material that does not meet the specifica- 
tions was ever purchased by his subordi- 
nate. 

The needs and conditions of opera- 
tions of each organization vary so much 
that the key centers—that is, for practical 
purpose, the listing of all subjects to be 
included in the operations contro] books 
—will vary greatly from company to com- 

any. 

The following five steps have been 
found useful in introducing and operating 
the operations control book system: 

Step 1. Determine what reports are 
needed by top management and how 
often they are needed, so as to serve two 
essential purposes: 
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—provide an over-all picture of the com. 
pany’s situation for which top manage- 
ment is responsible; 

—throw light on mistakes made or 
troubles encountered at lower levels of 
management, to whom responsibility 
and authority have been delegated, 
This has to be done early enough s0 
that action can be taken before exces- 
sive damage has resulted. 


Among the reports that are used in 
practically every company are the reports 
on sales, cost and profit, compared to 
forecasts and budgets; the timing of de- 
liveries to customers compared to prom- 
ised dates; the complaints from cus- 
tomers; the efficiency of plant operations; 
and the employes’ morale and attitude. 

Step 2. Determine the key centers at 
the next level of management, by ana- 
lyzing the key centers at top level. For 
instance, the actual total sales vs. the fore- 
cast 1s the report that reaches the presi- 
dent; the actual sales, district by district 
vs. the fo-ecast by district, is the report 
that reaches the director of marketing. 

Step 3. Proceed in the same manner, 
until the lowest level of management is 
reached: the report of actual sales for 
each salesman vs. his sales quota is what 
reaches the district sales manager. 

A practical approach when starting at 
top-management level is to review the 
reports that are now received. In many 
cases, it will be found that the number 
of reports received is beyond reason, thit 
quite a few duplicate each other and that 
many of them include so much data that 
the executive involved cannot be expected 
to read them. 

Step 4. Organize the preparation and 
distribution of operations control books. 
The data are collected either by the con- 
trol function (whether it is part of the 
controller's office or of a planning and 
control department) or by the function 
involved: safety, dispat-hing, scheduling, 
marketing, etc. In the latter case, however, 
the reports are sent to the control func- 
tion and not directly to the executives or 
supervisors who will ultimately receive 
them. 

The control function studies the te- 
ports, eventually summarizes them, or 
presents them as graphs, or analyzes the 
variances and makes comments, These 
reports are then incorporated in the ope’a- 
tions control book, a set of reports that 
is permanently on the desk of each execu- 
tive or supervisor, and in which all re- 
ports are classified according to a perma- 
nent arrangement recorded in a table of 
contents. 

The operations control books are kept 
up to date by periodic rep'acerrent of the 
reports. The issuance of the new reports 
by the control function may be on 4 
quarterly, monthly, weekly or even Caily 
basis, depending upon the revort and the 
purpose it is intended to serve. 
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The size of each operations control 
book is kept at a minimum. It should in- 
clude preferably less than 15 or at most 
20 pages. Each page should be a report 
on its own, using tables, graphs and 
eventually adding a few comments. What 
makes it realistic to reduce to such a small 
quantity the number of reports that reach 
a manager is the interrelationship between 
the synthetic presentation at top level and 
the more and more analytic presentations 
at each level of management, from top to 
bottom. 

Step 5. Use effectively the operations 
control books. Essentially the two pur- 
poses of the operations control book are 
to inform the one who receives it and to 
facilitate communications between him 
and his subordinates so that effective de- 
cisions can be made. These two purposes 
are best served by organizing methodical 
periodic reviews of the operations control 
books. The frequency of such reviews 
varies not only with the company but with 
the levels of management and the reports 
involved. To go to an extreme: the gen- 
eral foreman may meet once a day with 
his foremen to review the rate of rejects. 
What is desirable is to establish a pattern 
that facilitates communications from bot- 
tom up. A typical approach is to have a 
monthly meeting of the president with the 
three vice presidents in charge of market- 
ing, manufacturing, and administration, 
at which the president reviews his own 
operations control book, page by page 
and asks questions whenever he feels that 
some variances or some performances re- 
quire explanations. The procedure should 
be that each vice president had a similar 
meeting with his own subordinates a few 
days before, who, in turn, had previously 


| 
| 





met with their own subordinates, and so 


on down the line. 

If the president asks a pertinent ques- 
tion related to the data shown on his 
operations control book, the question 
should have been anticipated by the vice 
president because the latter’s own opera- 
tions control book also shows the situation 
that requires attention and in fact shows 
even more details. The same is done at 
all levels of management. This means 
that although the question is likely to 
come from the top, the initiative to con- 
sider the problem most of the time will 
have come from the bottom, because each 
subordinate has anticipated that the ques- 
tion would be asked. 

To summarize and analyze the recent 
trends in the organization of control, the 
following can be said: 


1. From a technical point of view, re- 
cent developments in data collecting and 
data processing have greatly increased the 
possibility of operating an efficient system 
of Operations control; 

2. From the point of view of the enter- 
ptise, an adequate system of control makes 

(Continued on page 488) 
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ORGANIZED 





it possible to detect mistakes early enough 
and select the best opportunity at the time 
of decision making; and 

3. From the point of view of human 
relations, an effective control system not 
only does not affect the individuals ad- 
versely, but it greatly stimulates the 
revival of the entrepreneur spirit about 
which we speak so much but which is so 
difficult to practice in modern industry 
unless we reconcile the need for coordi- 
nated effort with the need for each indi- 
vidual to act freely on his own. The con- 
trol function can organize the system that 
provides the framework that supports the 
coordinated effort needed by the organiza- 
tion and within which the operating 
| people at all levels of management and 
| supervision can act freely on their own 
initiative. 








As stated by Rensis Likert, director of 
| the Institute for Social Research, Univer- 
sity of Michigan: 
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Straight to the Target 


| Y COMMENTS are in three areas: (1) 
The controller as the control center, 
| (2) thoughts on the practical use of the 
control] system, and (3) the planning 
| function. 
Dr. Villers’ interesting presentation is 
on a subject that, if it were aimed at the 
| heart interest of controllers, goes straight 
| to the target. 


"THE CONTROLLER AS THE 
CONTROL CENTER 
We may as well face frankly the impli- 
cations of the language of control. Con- 
trol is a concept which must permeate suc- 


| cessful business. It must be practiced by 


all management. But it must be created, 


| constructed, fostered, taught, coordinated, 
| dissected, disseminated, applied and lived 


by controllers. 
Only a controller manifests and ex- 


| presses the philosophy of control at the 





executive level. A controller is Mr. Con- 
trol himself and those who shy away from 
this fact either fail to understand its func- 
tional uses or live in an organization at- 
mosphere of such failure to understand. 

Industrial engineers practice control 
because they must do so. They are not 
controllers. The same may be said of 
budget managers, cost accountants, pro- 
cedures specialists and operations research 
men. Control is too big to keep it locked 
up and hoarded. It must be shared with 
all who need it. And this is nearly every- 
one in management. But the controller 
is the central, top-level, policy-creating 
source of light and motivation in this 
powerful technique. He, and no one else, 
is the split atom that powers the control 


-_ 
| idea. 


People seem most willing and emotion- 
ally able to accept, and to examine in q 
nondefensive manner, information about 
themselves and their behavior, including 
their inadequacies, when it is in the form 
of objective evidence. 


4. Last but not least the development 
of the control function will eliminate the 
duplication of reports, reduce the paper- 
work involved and make it possible for 
the executives and supervisors to manage 
much more effectively. 

The big challenge we now face is to 
have these facts fully understood and to 
stimulate our research work in the direc- 
tion of an effective organization of the 
control function, the management of 
which requires an executive who has been 
well trained in accounting, finance, pro- 
duction control, data analysis, data proc- 
essing, planning methods and who fully 
understands all the problems of general 
management. 


James L. Peirce 


Some day we will see that the controller 
is only secondarily the company’s chief ac- 
counting officer. His primary interest is 
control. 


THE PRACTICAL USE OF THE 
CONTROL SYSTEM 


The control system described by Dr. 
Villers is to the queen’s taste. A tailored 
control book for everyone, selectively 
highlighting those figures needed for con- 
trol of specific responsibilities, is a con- 
troller’s dream. Most of us go part way 
on this course (striking a balance between 
tailoring and cost) and hope for the best. 

But there is another aspect to all of 
this that is perhaps even more important 
—the manner in which these control tools 
are used. This goes deep into human na- 
ture, training, motivation and circum- 
stances, and turns entirely on the relation- 
ship among the members of management. 
For examples: 


1. If a president allows his top sales 
(or research or production) executive to 
overspend, there may be a reason. The 
gamble may be justified or the man may 
be a natural overspender—in which case 
the requested budget has to be cut 20% 
to allow for 25% overspending. Personal 
spending habits are often reflected in 
business affairs. 

2. If a president is one who insists on 
confusing budgets with objectives (con- 
stantly trimming expense, stretching 1n- 
come) we will witness deviations from 
budgets, but the net outcome may still be 
good. This reflects a natural adjustment 
to circumstances and personal traits by all 
concerned. 
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Countless cases like these could be 
cited. This mainly shows that many con- 
trol systems are far better than they ap- 
peat. Also that their use in this fashion 
(or misuse) should not be too deeply 
regretted. The plan and its controls are 
sometimes a framework within which the 
top executive wheels and deals—and 
sometimes his talents in this way are ex- 
ceedingly pleasing to the shareholders. 

The essence of this is that control is a 

rinciple and its practice is molded to the 
individual characteristics of human _ be- 
ings. Controllers should remember this 
and not be discouraged if the pattern they 
prescribe is not strictly followed. 


THE PLANNING FUNCTION 
The pure planning function has gen- 
erally been reserved for top and line man- 


parti. . . The Controller’s Primary Weakness . 


OHN T. Garrity of McKinsey & Com- 

pany, in a speech before the Boston 
Control of Controllers Institute last fall, 
observed that the controller of today is 
in practice further away from actually 
living up to the concept of controllership 
than he was, say, ten years ago. 

It is my observation that the control- 
ler’s primary weakness today is in the field 
of assistance he attempts to give to his 
management in the area of planning. The 
controller's failure to adequately meet 
this requirement has led to the creation of 
such positions as manager of corporate 
planning, director of management infor- 
mation, or an assistant to the president 
charged with planning. In too many or- 
ganizations, executive positions independ- 
ent of the controller have been created 
and charged with the responsibility for 
the planning, controlling and interpretive 
functions which are so prominent in the 
Institute’s concept of controllership. 

We, who are controllers, are intimately 
familiar with the typical prescription for 
planning which might read as follows: 


Define company objectives 

Evaluate company strengths and weak- 
nesses 

Determine alternative courses of action 

Evaluate the alternatives in the light of 
the objectives and limitations 

Select the preferred courses of action 

Translate it into subordinate plans 

Implement the plans 


This prescription sounds quite erudite 
unless the controller observes that the 
practicing physician and surgeon has an 
analogous check list—having in mind a 
well human being he determines, by con- 
sultation and examination, the extent of 
healthwise deviation of his patient, di- 
agnoses the cause, and lays out a course 
of medication or surgery. Having done 
80, he monitors the results and thereby, 
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agement. Its delegation to staff has not 
yet begun to approach its maximum de- 
velopment. Still, there is increasing evi- 
dence of its moving in that direction. 
Planning titles of various sorts—some- 
times preceded by “vice president,” are 
sprouting here and there. 

This is a subject that controllers, by 
and large, have not yet been willing to 
face squarely. The first of the Institute’s 
stated controllership functions is ‘To es- 
tablish, coordinate and administer, as an 
integral part of management, an ade- 
quate plan for the control of operations.” 
Note that the key word here is ‘‘control’’ ; 
it talks about a plan for the control of 
Operations, not a plan for operations. 

It has always been clear that control 
could not exist without a plan. Who, 


hopefully, transforms his patient into a 
model of health. One realizes at this point 
that, while the check list is adequate, it 
takes a considerable background of medi- 
cal knowledge and practice to ensure suc- 
cessful application. 

Thus our typical prescription for plan- 
ning, taken as a mnemonic device, as a 
checkoff list for the itinerant planner is 
unexceptionable; it does describe steps 
which are generally followed in the plan- 
ning process. However, taken as a manual 
of training for would-be planners, the 
outline is vacuous. All it tells the novice 
is what steps he should follow, but it 
gives no information on the “what” and 
the “how” of each step. To obtain some 
insight into these, we have to return to 
these questions: 


then, is to establish and coordinate the 
planning itself? Is this incapable of dele- 
gation to staff personnel? | think experi- 
ence shows that it is not. 

In the same sense that control must be 
exercised by top and line management, 
even though it is coordinated by a con- 
troller, it might be said that planning, 
though constructed by top and line man- 
agement, may be coordinated by a planner. 
Should this be the same man who is the 
controller? At least such a concept would 
give expression to the fundamental “man- 
agement planning and control” concept 
that we have felt to be basic to our func- 
tion, and which even labels one of CIA’s 
most important technical committees. 

Perhaps the field of planning looms on 
our horizons as deserving a major amount 
of attention in the future. 


Dudley E. Browne 


What are the objectives? 

What are the strengths and weaknesses? 
How does one set objectives? 

How does one compare alternatives? 


What are the basic variables and rela- 
tions ? etc., etc. 


Our corporate organizations need a co- 
herent statement of objectives in order to 
first, measure performance and, second, 
to evaluate alternative investment oppor- 
tunities. Too frequently, corporate objec- 
tives are determined in Friday afternoon 
meetings at three o'clock which, in my 
Opinion, is a sure way of painting a com- 
pany into a corner. Such an approach fails 
to recognize the impermanence of objec- 

(Continued on page 490) 
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tives. Likewise, such an approach fails to 


| recognize that the first effort at statement 


| will probably be imperfect and the objec- 


tives listed will be unobtainable. A later 
attempt will bring to light the fact that 
they could have been better stated and the 
recognition that objectives are not perma- 
nent but are dynamic. 

Corporate organizations cannot set ob- 
jectives in a vacuum. They are involved 


| in the conversion of resources—capital, 


labor, and material—into products in the 
form of goods or services. The corpora- 


| tion must evaluate its opportunity within 
| this environment, and how it desires to 


operate therein is its statement of objec- 
tives. We must evaluate the strengths and 


| weaknesses of the organization in terms 
| of its historical background. We must 


evaluate management's personal desires, 


| Industry norms must be evaluated so that 
| performance standards may be set up, the 


firm's competitive position identified, and 
its growth pattern determined. The state- 
ment of corporate objectives is born from 


| such a review. 


Too few of us have realized that ob- 


| jectives may be classified into proximate 


goals, which may be quantified, and as 
aspirations or constraints, which are typi- 
cally qualitative. Our proximate goals 


| should provide adequate “‘near-time” ob- 
| jectives so as to ensure the organization’s 
| staying in business. They should include 


the desired return on investment, the rate 
of growth, the desired profit margin, the 
condition of inventory and capital assets, 


| and must provide for financial flexibility. 
| The aspirations will deal with the general 
| tdeals of the corporation and the con- 


| straints will serve to keep the organiza- 
| tion out of trouble with its customers, 


| its employes, and the Government. 


A typical list of goals might include 


| the following: 


Proximate Goals 

20% return on investment 
10% per annum sales growth 
10% sales margin 

3 to 1 current ratio 


Aspirations 

Remain competitive through research 
and development expenditures 4 

Enjoy friendly relations with share- | 
holders 

Build a reputation and evidence of 
progress 

Constraints 

Deal fairly with labor unions 

Charge fair prices 

Avoid antitrust problems 


| In short, until we as controllers are able 7 


to adequately serve our managements in — 


| the discharge of their planning functicn, | 
| we are likely to be faced with continuing © 
| evidence of the splintering of oar func- = 
| tion of controllership. 
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ARLY THIS year it was learned that state 

tax commissioners were accumulating 
information to support their contention 
that multiple taxation on income derived 
from interstate commerce, and its impact 
on individual business, were not so serious 
as some people believed. This made it ob- 
vious that the burden of proof would be 
on industry. 

In response, the Committee on State 
and Local Taxation of Controllers Insti- 
tute of America circulated a questionnaire 
to all its members to learn the extent of 
multiple taxation upon their companies. 
After returns were tabulated, they were 
sent in July to the House Judiciary Com- 
mittee in Washington, D. C., since the 
CIA group had been advised that this 
Committee would be working on the 
problem during this past summer. 

The questionnaire was carefully de- 
signed so that any recipient could simply 
check “‘yes’”’ or “no” to four questions and 
return it to the Committee. Two of the 
questions, however, asked for specific fig- 
ures, if available, and the response was 
amazing. The questionnaire drew a 41% 
return and many of the replies gave actual 
facts and figures showing, for example, 
that 43% of the reporting firms appor- 
tioning income among states were re- 
quired to apportion the same sales dollar 
in more than one state. As a matter of 
fact, multiple taxation was reported on as 
high as 198% of income. 


CONSISTENT EFFORT 


For almost a decade the Committee on 
State and Local Taxation has concentrated 
its efforts primarily on the need for uni- 
form laws and definitions with regard to 
the division of income for tax purposes 
between states, by those organizations en- 
gaged in multistate operations. 

It was during the year 1951-1952 that 
the Committee recognized the alarming 
situation developing in the field of state 
taxation of interstate commerce and came 
to the conclusion that the states, in their 
efforts to raise revenues, were taking steps 
that would soon lead to a chaotic situation 
for firms shipping to customers in other 
states. The states were also starting to 
overstep the bounds of the commonly ac- 
cepted definition of ‘‘doing business” and 
were assessing taxes on the basis of mini- 
mum representation in the state. 

The Committee then decided on its fu- 
ture course of action and has pursued it 
diligently. A number of members of the 
Advisory Panel and the two technical ad- 
visors have served during the entire pe- 
riod, thus preserving continuity of effort. 


Congress Gets Taxation Data in Latest Step by CIA Committee 


One of the milestones in this complex 
and long-range program was the 1953 
study made by Controllership Foundation 
culminating in the April 1954 publication 
of Apportionment and Application For- 
mulae and Factors used by States in Levy- 
ing Taxes Based on, or Measured by, Net 
Income of Manufacturing, Distributive 
and Extractive Corporations. Other mile- 
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WALTER P. MARSHALL, pres- 
ident of Western Union Tele- 
graph Company, New York, 
takes a prominent place in an 
article describing progress in 
his company, presented in the 
August 27, 1960 issue of Busi- 
ness Week. Mr. Marshall is a 
member of the New York City 
Control of Controllers Institute. 





stones were the July 1954 report of the 
Committee to the Governors Conference 
at Saratoga and the Uniform Division of 
Income for Tax Purposes Act recom- 
mended by the National Conference of 
Commissioners on Uniform State Laws in 
July of 1957, after considerable consulta- 
tion with the Committee. 

Although the Uniform Law Commis- 
sioners’ Proposed Act represented the 
furthest advance yet envisioned in a single 
instrument toward the elimination of mul- 
tiple taxation on net income of taxpayers 
operating in more than one state, it em- 
bodied a new concept of taxation which 
could not be endorsed by the Committee. 
The new concept proposed that income 
apportioned to a state that did not im- 
pose an income tax should revert to the 
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state of domicile. The Committee’s objec. 
tions were presented to interested tax of. 
ficials and organizations but the replies 
received were not conclusive. 

At its meeting in New York on Feb- 
ruary 17, 1959, the Committee considered 
the fact that for some months its efforts 
to promote uniformity by voicing objec- 
tions to features in the act proposed by 
Uniform Law Commissioners had been 
of negative character. At that meeting a 
more positive approach was adopted and 
an alternative bill prepared for considera- 
tion by state legislatures. This proposal 
contained provisions designed to elimi- 
nate objectionable features in the bill 
submitted by the Uniform Law Commis- 
sioners and was widely distributed to in- 
terested officials. 


COURT DECISION ROUSED INDUSTRY 


Up to the time the Committee’s alterna- 
tive bill was prepared, most of the Com- 
mittee’s deliberations were predicated on 
the assumption that a corporation’s in- 
come would be apportioned only to those 
states in which that corporation was “do- 
ing business.’”” On February 24, 1959, 
however, the Supreme Court of the United 
States rendered decisions relating to inter- 
state commerce which would have far- 
reaching effects and might make any cor- 
poration taxable in every state into which 
its goods were shipped. 

It was then apparent that all bars to 
taxation of interstate commerce by the 
states had been let down and administra- 
tive costs to both government and indus- 
try would be increased tremendously. The 
Committee felt that Congressional action 
was the only means of obtaining a satis- 
factory solution and immediately sent its 
comments on the recent Supreme Court 
decision, together with a copy of its al- 
ternative bill, to members of interested 
Congressional committees. A very favora- 
ble reaction resulted, 

The spring and summer of 1959 was a 
most hectic period in this field and the 
clamor aroused by industry resulted in 
unprecedented action by Congress. On 
September 14, 1959, Public Law 86-272 
was signed by the President. That law 
placed restrictions on state taxing powers 
for the first time in the history of this 
nation, but it was only stopgap legisla- 
tion. The law also contained provision 
for further study by the Senate Finance 
Committee and the House Judiciary Com- 
mittee and requires those committees to 
present recommendations for permanent 
legislation by July 1, 1962. 

The CIA Committee met as soon 4s 
Public Law 86-272 was enacted and 
agreed that industry would have to docu- 
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t = group has offered to meet with the House | shortcomings of the buciews SW" ie Ym 
0 in- te Ree ee ee ee | school system; Richard Don- with Stanford Research 
its views in detail. The Ainge Aner | ham, Dean of the School of Institute; and featur- 
Ra seed Business at Northwestern Uni- ing John O. Tomb of 
tal and the questionnaire summary have . : ;, McKinsey & C is 
sSTRY also been sent to the Senate Finance Com- versity, will present the busi- 7 eee of the 
terna mittee and other interested bodies. — school side; and Hans .. a. < 
Com he CIA C eis rae, Todt, Comptroller of Bristol Stanford Graduate 
The CIA Committee on State and Local . : School of Business ; and 
od Taxati | Stee Laboratories Inc., and Chair- C00! of business; an 
on axation also recognizes the extreme diff- : : ‘ 
yas: ‘ are : man of Controllers Institutes Frank Turner of the 
s in culty in determining whether certain cor- Bdecaci C F Stanford Research In- 
those porate activities constitute doing business | : pesbaige cs ig ba stitute 
; ‘“do- in some states, which in turn places many | Se snag 5 Ss - 
1959, firms in a hazardous position as they may | yer “ oe te eae ee 
Jnited later be overruled in their contentions ao 
wre: that mer have no tax liabilities in some of Standard Oil Company of Cal- Concurrent Industry 
> far the states in which they now operate. In | ifornia presenting their man- Round Tables... 
y cor- view of this situation, the Committee is _ agement planning and control Apparel; Banking and 
which attempting to promulgate a comprehen- program. Moderated by Wil- Investment; Cement; 
sive and clear definition of what consti- son K. Minor, Comptroller, Chemical, Paint and 
urs to tutes “doing business.’” It is also consider- | the program features ““Man- Allied Products; Drugs 
y = ng ~ possibility of coordinating state | agement Planning and Con- and Cosmetics; Electri- 
— . ; —. tax returns with the objective | trol in Action” by H. G. Ves- cal Manufacturing; 
— ern ne seporting and reducing ad- | per, President of Standard’s Fire and Casualty 
. The prentative costs. Western Operations, Inc.; Insurance; Foods, Bev- 
action ; “Planning and Control: Wage erages and Allied 
satis- Business Travel with Wife and Salary Administration” Products; General 
nt its F 1, Pi ing; Li 
* | Found Deductible By Court 2 Soe ee eee 
its al- Despite recent crackdowns by the In- “Electronic Canaan fos Manufacturing; Metals 
rested ternal Revenue Service, some travel ex- Operations Planning and Con- Manufacturing; Min- 
vora- penses can be deducted from income for trol” by H. W. Crandall, Man- ing and Extractive; Of- 
lax purposes. Recently one court said that | ager, Electronic Computer fice Equipment; Paper 
waka aman might even take his wife along and Center. Products; Printing and 
die deduct her expenses. ; ; Publishing; Public 
ad i According to the New York Times, the Dr. Lee DuBridge, President Utilities; Textiles; 
“On case concerned a field representative of of the California Institute of Transportation. 
6.072 an insurance company. As an award, he Technology. 
ee: was sent with his wife to a convention at “Byes Rae - Diisecses” 
aad a distant resort. He attended technical | b De Nich, ae Ne. a Ts 
talks and took part with his wife in tours | ee ee ee 
f this anak rector, Bradley University In- 
gisla- a é stitute of International Stud- PLUS eases An all-day 
gis The expenses of the couple were judged re wine tasting tour of 
vision by the IRS to be income. When this deci- | “ the Napa Valley on 
ance ie en, . . ; P y 
Cau sion was appealed at a United States Dis- “Are We in for A Federal Saturday, October 
4 tuct Court in Alabama, the Court held Tax Revolution?” by J. S.  22nd.... Reception on 
cs that the convention was an inherent part | Seidman, President, American Sunday evening.... 
anent of the company training program and that | Institute of Certified Public Dinner dance and show 
fecreation did not detract from the busi- | Accountants. Tuesday night. 
on ‘ ness character of the trip. The wife’s | 
an ptesence was said to lend “a higher tone” | 
docu- ff tothe meeting. WS SPONSORED BY SAN FRANCISCO CONTROL 
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FINANCIAL INCENTIVES FOR MANAGEMENT* 
By Richard C. Smyth 





Reviewed by HAROLD E. BOEHM 
Treasurer, Towmotor Corporation 
Cleveland, Ohio 


Are you and fellow executives in your 
company being paid fairly and in such a 
manner as to inspire superior managerial 
performance? 

If you know that the answer to this 
question is affirmative, don’t bother to 
read Financial Incentives for Manage- 
ment. If you are doubtful, or are respon- 
sible for maintaining or improving a com- 
pensation system, this book presents a 
superbly logical analysis and discussion of 
the concepts, plans and techniques neces- 
sary to solve the problems of formulating 
an integrated managerial compensation 
program. 

A real appeal of Richard Smyth’s work 
is its adaptability to whatever type of 
reading you care to make in this subject 
area. If your company has a basically 
sound managerial payment plan which 
needs only occasional review and improve- 
ment, this volume lends itself to easy 
skimming with such selections of timely 
topics for intensive study as best fit your 
current requirements. If the need is for a 
comprehensive reference treatise to help 
design and tailor a payment system from 
A to Z, this volume is in sufficient detail 
to serve as an excellent technical manual. 

I hesitate, in a review, to march through 
the book chapter by chapter, but to avoid 





* Published by McGraw-Hill Book Company, 
Inc., 330 West 42nd Street, New York 36, 
N. Y. $8.50. 


doing so would be to circumvent the log- 
ical subject development which is one of 
the book’s primary assets. So let’s follow 
Mr. Smyth's well-charted trail. 

The first page of Chapter 1 opens on a 
sure-fire theme certain to be close to a 
managerial employe’s heart. After defin- 
ing managerial employes as embracing a 
range from the foreman to the chairman 
of the board of directors, our author 
states, “Certainly the various levels of 
management are relatively less well off 
today in terms of compensation than they 
were some years ago.” We're all on his 
side already, aren’t we? 

With this well-chosen beginning prop- 
erly documented, the first chapter moves 
on to some philosophic discussion of : 


1. Three basic objectives of any man- 
agement compensation program from 
the point of view of the ownership 
of the business ; 

2. The reasonableness of compensation 
from the standpoint of government, 
stockholders, employe groups out- 
side of management, and the gen- 
eral public; and 

3. Three basic components of an ef- 
fective management incentive com- 
pensation program. 


In a capsule, the objectives referred to 
in 1. above are, to attract, to retain, and 
to motivate a competent management to 
sustained optimum efforts in accomplish- 
ing the goals of ownership or of the 
board of directors. 

While accomplishing these objectives, 
our author says that a compensation plan 
must be considered to be reasonable by 
government, stockholders, employe groups 
and the general public. As might be ex- 
pected, the problems in this area are 
somewhat difficult to define and come to 
grips with. My best, if somewhat face- 
tious, interpretation in this area is that 
compensation shouldn't be too high or 
too low and that circumstances alter con- 
cepts of height and depth. 





So ee 
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At this point, the preliminary ground 
work has been prepared and we're ready 
to go forward to the solid core of the 
book's theme, the three basic components 
of an effective management compensation 
program (1. Base Salary; 2. Short-Term 
Financial Incentives; 3. Long-Term Fi- 
nancial Incentives) and the organization 
structure within which the program exists, 

Organization analysis is covered in 
Chapter 2 as a significant subject in that 
Management incentive compensation pro- 
grams will be most effective in companies 
whose organizational structures are sound, 
well defined, and clearly understood by 
all concerned. This section is designed to 
guide the reader in carrying out an or- 
ganization analysis and in developing the 
sound structure desired. 

Two basic concepts of organization are 
set forth. One is that “the man makes the 
job” and the other holds that there are 
well-defined principles of organization 
that should be followed in building an 
organization structure and that the basic 
structure must be planned without regard 
to individuals. The position of our author 
is that the concepts are somewhat com- 
patible. 

The matter of base salary is considered 
by Mr. Smyth to be the first and most 
basic consideration. Chapters 3 through 5 
cover this phase with the subjects of eval- 
uation of management positions, deter- 
mination of salary ranges, and salary ad- 
ministration and control. 

It is recommended that the function 
analysis evaluation plan be used to evalu- 
ate management positions. This plan is 
detailed in the text and uses the best fea- 
tures of the ‘‘point” and “factor compari- 
son” concepts. A thorough coverage 1s 
given to determination of equitable sal- 
aries and sensible control and administra- 
tion thereof. 

Short-term financial incentives are those 
focusing attention primarily on current 
operations, It is assumed that different 
groups within the broad managerial scope 
will have some differences in motivation. 
Therefore, separate chapters are devoted 
to executive incentive bonus plans, super- 
visory incentive bonus plans, salesmen’s 
incentive bonus plans, and some case ex- 
amples. 

Although the variety of factors in- 
volved in building specific plans seems to 
approach the infinite, the common theme 
is apparent. The plan must provide bene- 
fits to both the company and the man- 
agerial employe. 

Long-term financial incentives are de- 
signed to focus attention on the long: 
range picture and are covered in Chapters 
10 and 11. 

Without consideration of these factors, 
shortsighted actions aimed at quick profit 
and bonus could easily be detrimental to 
the company’s real welfare. Elevating the 
sights to the horizons is accomplished 
through providing ownership opportunt- 
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ties via stock options and stock purchase | 
plans, and through deferment of income. | 

Appended to the regular text are func- 
tional charts, and specific incentive bonus, | 
stock option, and stock purchase plans of | 
20 well-known companies. | 

Those who are still with me undoubt- 
edly have real interest in the topics cov- 
ered, despite my efforts. To you I sin- 
cerely recommend a personal exploration 
of this logically outlined and clearly writ- 
ten exposition. If your company has a 
good program, you may be stimulated to 
some improvements. If no program exists, 
here is the material to guide your efforts 
in improving motivation and profit. | 


TAX-SAVING COMPENSATION 
PLANS* 


Devoted to ideas on ways to trim high- 
salary taxes, this booklet analyzes new 
Internal Revenue Service directives on | 
compensation plans or contracts set up to | 
spread executive earnings over a number 
of years. Feature sections discuss signifi- | 
cant plans for deferring salary, bonus 
compensation, royalty income, commis- | 
sion income, and deferment of royalty | 
income. Attention is called to ways of | 
funding or effecting a plan through in- | 
vestments in securities, life insurance, | 
endowment and annuity policies. 


* Published by Commerce Clearing House, | 
Inc., 420 Lexington Ave., New York 17, N.Y. | 
50 cents (minimum order: two copies). 


ACCOUNTING FOR STOCK OPTIONS* 
By Daniel L. Sweeney 


It is the author’s stated purpose to 
bring together available material on ex- 
ecutive stock option plans; to analyze it 
systematically in terms of (1) stated ob- 
jectives and apparent objectives imputed 
from contractual provisions, and (2) ac- 
tion taken by all parties to the contracts; 
and then to draw conclusions as to what | 
accounting procedure is appropriate to 
record the impact of this transaction in | 
the corporate accounts. | 

Contents include: Distinctive features 
of executive stock options; provisions in 
recent stock option plans; federal income | 
tax treatment of stock options; account- 
ing techniques; accounting disclosure of | 
the transaction ; cash-value-of-services con- 
cept; cash value of options in the accounts. 





* Published by the Bureau of Business Re- 
search, School of Business Administration, Uni- 
versity of Michigan, Ann Arbor, Mich. $5.00. 








Books, Forms and Studies 


BY FREDERICK M. EISNER, C.P.A. 
Used in teaching his courses on DISTRIBUTION 
Oost AccounTING and CcNTROLS FoR Cost RE- 
DUCTION Purposes at the Baruch School of 
Business Administration, City College, N. V 
IRM 615. cyano Satsewes avaeianeeneaee $15. 
Charles M. Eisner, 70 Linda Ave., White Plains, N. Y. 


























THINK 


BIG 








No company 
is too small 
to apply the 
principles of 
planning & 
control to its 
operation. 








BUT 
NOT 
TOO 


BIG 


Conversely, 
size is no 
protection 
against the 
consequences 
of a poor 
planning & 
control pro- 
gram. 




















MANAGEMENT PLANNING 
AND CONTROL: The H. J. 
Heinz Approach. . . $3.00 


FIND OUT HOW an outstanding 
company employs the basic principles 
of planning and control and puts them 
into effective coordinated operation. 
Use the Heinz techniques in your own 
business and benefit from the experi- 
ence of a company that proved that 
profits are planned—not accidental. 


PLANNING, MANAGING & 
MEASURING THE BUSI- 
NESS: at General Electric 
Company . . . . $2.00 


HOW planning and control can be ap- 
plied to an operating unit with $10 
million gross sales; how group P&C 
operations use special staff skills; how 
product group P&C is integrated with 
that of other groups; how GE looks 
ahead on planning, measuring per- 
formance and appraising new tech- 
niques. 


BUSINESS BUDGETING: A 
Survey of Management 
Planning and Control 
Practices . . . . $12.50 


ACTUAL management practices based 
on personal interviews—procedures to 
implement management planning and 
control; line and staff participation; 
use of reports; how budget procedures 
enter into basic functions of planning 
and control; appraisal and summary of 
budgeting practices. 








USE THIS COUPON TO ORDER 








C) Heinz () General Electric C) Budgeting 
S| PERE ee ee ee re eee 
es Pere ee rere mer re Pe 
Address wb .asg eee Biletaae ae eee ome 


Orders from outside continental U. S. and 
Canada must be accompanied by remittance. 








CONTROLLERS INSTITUTE 
RESEARCH FOUNDATION 
TWO PARK AVE., N. Y. 16, N. Y. 
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THE CONTROLLER 


LT LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


Rye, N.Y. 


In mid-August trustees of Controllers 
Institute Research Foundation plus many 
Institute officers and directors met at din- 
ner to discuss research projects for the 
coming year. At the head of the table is 
Robert L. Dickson, 1958-1960 president 
of the Foundation. Mr. Dickson is execu- 
tive vice president, Walter Kidde & Com- 
pany, Inc. Seated immediately to Mr. 
Dickson’s right is L. C. Guest, Jr., who was 
elected president of Controllers Institute 
Research Foundation for the 1960-1961 
year. Mr, Guest is vice president and con- 
troller, General Telephone and Electronics 
Corporation. (Continued on facing page) 
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(Continued from facing page 496) 
(CENTER) 


Just prior to taking office on September | 


1, Frank S. Capon, the 1960-1961 presi- | 
dent of Controllers Institute, met with the | 
1959-1960 president, Roger A. Yoder, | 
and called a meeting of the incoming Area | 
vice presidents. Seated (/eft to right) are: | 
Edward M. Karrmann, vice president, 
North Central Area and treasurer and 
controller, American United Life Insur- 
ance Co.; Burdette A. Johnson, vice presi- 
dent, Northeastern Area and treasurer, | 
New England Gas and Electric Associa- 
tion; Stuart W. McLaughlin, vice presi- 
dent, Eastern Area and comptroller, West | 
Virginia Pulp and Paper Company; Frank | 
§. Capon, president of Controllers Insti- 
tute and vice president of Du Pont of 
Canada Limited. and Herbert F. Walton, 
vice president, Midwestern Area and vice 
resident, Allstate Insurance Company. 
Standing (/eft to right) are: Paul Haase, | 
managing director of Controllers Insti- 
tute; Steve H. Bomar, vice president, 
Southern Area and senior vice president 
and secretary-treasurer, Trust Company of | 
Georgia; Roger A. Yoder, chairman of 
the CIA Board and vice president-finance, 
Detroit Steel Corporation; J. McCall 
Hughes, immediate past chairman of the 
CIA Board and executive vice president, 
Mutual of New York; and Harold K. 
Merrill, vice president, Western Area and 
vice president-finance and treasurer, Tim- | 
ber Structures, Inc. 
(LOWER LEFT) | 
Indianapolis, Ind. | 
Members of the North Central Area 
Operations Committee of Controllers In- | 
stitute met on September 16 to review plans 
and programs. Among those present, in 
addition to Institute President Frank S. 
Capon of Montreal (standing right) and 
Area Vice President Edward M. Karrmann 
of Indianapolis (standing left), were: 
(Seated around the table left to right) | 
Gordon R. Graham, president of the Pitts- 
burgh Control; Paul R. Langdon (Colum- 
bus Control), member of the CIA Board 
of Directors from Region V; Charles P. | 
Reynolds, Jr., president of the Cincinnati | 
Control; Roger F. Brown, president of 
the Cleveland Control; Maurice E. Griffin | 
(Detroit Control), member of the CIA | 
Board of Directors from Region V; John 
L. Bubul, president of the Indianapolis 
Control; Paul Haase, managing director 
of Controllers Institute; Carl A. Gunkler, 
Jt., president of the Fort Wayne Control; 
William H. Farrar, president of the 
Columbus Control; and Dean P. Fite 
(Cincinnati Control), who will serve as | 
general chairman of the 1961 North Cen- 
tral Conference of Controllers Institute. 
This Committee is made up of presidents 
of the Controls in the two Regions com- 
ptising the Area, members of the Board 
of Directors of the Institute and the Board 
of Trustees of Controllers Institute Re- 
search Foundation within the Area. 
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Now! Any accounting firm or depart- 
ment can eliminate the big typing 
load that is a costly, time-taking 
headache during tax season. With 
Bruning’s remarkable new Copyfiex 
Model 105 copying machine — priced 
no higher than a standard typewriter 
— you can make sharp, low-cost cop- 
ies of tax returns and supporting 
schedules directly from government 
and state approved translucent 
forms. Accountants fill in the forms 
(printed on one side only) with pen- 
cil, ink, or typewriter. Copyflex re- 
produces all necessary copies quickly 
and easily at a cost of only 1¢ each 
for materials for letter size. And any 
Copyflex copy is acceptable for filing. 
You save many hundreds of dollars 
in typing cost, get tax returns and 
‘schedules out days to weeks earlier. J 
You just can’t afford not to investi- BRUNIN 
gate by mailing the coupon below. 





aber 





Charles Bruning Company, Inc., Dept. 10-m' 1800 Central Rd., Mt. Prospect, Ill 
Offices in Principal U.S. Cities « In Canada: 103 Church Street, Toronto 1, : 


Please send me information on your low-cost Copyflex Model 
for tax returns and accounting. oe 





Name Ls Title 
Company. . 






























The scope of 


APPRAISAL SERVICE 


*Property, cost and 
general accounting 


Appraisals for property ledger 


records . . . depreciation and ob- 
solescence studies . . . fixed asset 
accounts . . . intangible property 


valuations, good-will, trademarks, 
patents . . . continuous and up-to- 
date property records. 

In addition, Lloyd-Thomas ap- 
praisals meet all valuation needs 
for insurance, corporation finance, 
property records. 

For complete information, write 


Dept. CON. 


THE LLOYD ‘THOMAS co. 


Recognized Appraisal Authorities 
4411 Ravenswood Ave., Chicago 40, IIl. 










Representatives Coast to Coast 
First for Factual Appraisals Since 1910 


— 







































FINANCIAL 
ANALYST 


For Comptroller’s staff of major 
industrial chemical company with 
New York City headquarters. 


To develop and administer pro- 
gram for cost control system, 
budget for profit planning and 
analyses of financial statements 
at corporate level. 


Position requires extensive expe- 
rience in corporate accounting, 
budgets and costs. Previous su- 
pervisory experience preferred. 


Send resume with salary history 
and requirements to 


Box D 2471 


THE CONTROLLER 
Two Park Ave., New York 16, N. Y. 
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World Standards Being Set 
for EDP Systems, Office Machines 


Two broad programs for the interna- 
tional standardization of data-processing 
machines (including electronic compu- 
ters) and office machines have been an- 
nounced by the Office Equipment Manu- 
facturers Institute, Washington, D. C. 
Both programs will be sponsored by the 
American Standards Association (ASA). 
They are expected to lead to savings for 
equipment users. 

According to Alfred J. Ball, president 
of OEMI, Dr. Joseph W. Barker, former 
Dean of the Columbia University School 
of Engineering, will serve as technical 


| consultant to the Institute. Dr. Barker will 
| give guidance to both standardization 















programs and actively direct the organiza- 
tion of the data-processing program. Carl 
P. Ray, vice president of Royal McBee 
Corporation, will direct the organization 
of the office machines program. 

The efforts of the data-processing pro- 
gram are expected to result in logical sys- 
tems standards, including a common 
language, which will enable users of elec- 
tronic data-processing equipment to inter- 
change information and programs among 
computers. At the present time, data-proc- 


| essing programs are designed for the 


equipment of individual manufacturers 
and must be converted for use in any 
other manufacturer’s product. The new 
standards will be disseminated by the In- 
ternational Organization for Standards. 


Management Weak in Planning, 
Say Many in “Presidents’ Panel” 


The Presidents’ Panel of Dun’s Review, 
numbering 171 chief executives, recently 
expressed its views on several aspects of 
American management. As to weaknesses, 
nearly half the panelists think the great- 
est is failure to plan or forecast ade- 
quately. Many also say management shows 
too little ability to change or remain 
flexible. 

The great majority of the presidents 
say the successful companies do not have 
any “secret formulas” for good manage- 
ment. Their approach could be adopted 
readily by other organizations. Basically, 
the ideal American company, according to 
the presidents, “is working now for de- 
velopment of its future management, the 
capable decisive men who can meet the 
coming challenge.” 


olen 






“Electronic Library” 
Speeds Up Research 


Progress in information retrieval—the 
name given to techniques being developed 
to gain immediate access to stored infor. 
mation—became evident recently with a 
demonstration by an IBM 650 data. 
processing system. 

At the convention of the American Bar 
Association held in September at Wash. 
ington, D. C., the system performed as an 
electronic law library, providing in min- 
utes facts that would have taken hours to 
find by ordinary methods. The 650 
proved able to search for, find and print 
out the full text of laws from various 
states on health and hospitals. 


Product Development 
Budgets Expand 


Before the year is out, some 400 corpo- 
rations representative of U. S. industry 
will spend an average of 10.7 per cent 
more for development of new products 
and processes than they did in 1959. This 
is the prediction of the American Man- 
agement Association, based upon a na- 
tional survey. 

Of 402 corporations drawn from 26 
industry groups, 66 per cent increased 
their budgets, seven per cent decreased 
them, and 27 per cent reported no change. 
Budget changes ranged from an average 
decrease of 11.8 per cent in mineral and 
coal mining and 5.2 per cent in publish- 
ing, to increases of 16.8 per cent in elec- 
tronics and 22 per cent in miscellaneous 
machinery and parts. 

Other leading industry increases in 
budgeted costs directly associated with 
development of new products and proc: 
esses are: glass, stone and clay, 19.2 pet 
cent; plastics and molded products, 14.6 
per cent; public utilities, 14.3 per cent; 
instruments and control equipment, 14 
per cent; and food and beverages, 13.1 
per cent. 


EDP Programming School Opens 


The Systems Research Institute, for ad- 
vanced professional training in system 
programming, has opened on the United 
Nations Plaza, New York. The Institute, 
run by the International Business Ma- 
chines Corporation, is expected to graduate 
more than a thousand computer specialists 
in the next five years. The first class consists 
of 35 men from the United States, Canada, 
Germany and the United Kingdom. 


THE CONTROLLER * OCTOBER, 1960 








for 
ally 
bill 
thi 
acc 
con 
Exc 


me. 


qua 
of | 
tive 


the 


gra 
dov 


the 
pat 
equ 
rise 
195 
of t 


196 
mat 
gait 
pan 
abo 








al—the 
veloped 
1 infor- 
with a 
) data- 


can Bar 
Wash- 
d as an 
n min- 
ours to 
e 650 
d print 


various 


corpo- 
dustry 
>r cent 
oducts 
). This 

Man- 


a na- 


mm 26 
reased 
‘reased 
hange. 
verage 
al and 
iblish- 
1 elec- 
iNeous 


es in 
with 
proc- 
.2 per 
, 14.6 
cent; 
it, 14 
Sst 


1S 
or ad- 
ystem 
Jnited 
titute, 
Ma- 
.duate 
ialists 
ynsists 
nada, 


, 1960 





¥UM 


Campaign Contributions 
Subject to Gift Tax 


In its Federal Tax Guide, Commerce 
Clearing House sheds light on the tax 
status of contributions to political cam- 
aigns. 

Such contributions are not deductible 
on income tax returns, either as business 
expenses or as contributions. They are 
ifts in the eyes of the federal tax col- 
lector, the CCH report says. A gift for 
political purposes is no different from any 
other gift, and is subject to federal gift 
tax rates ranging from 2% per cent to 
533, per cent. Thus the tax will be im- 
posed on each gift which exceeds $3,000, 
unless part of the $30,000 lifetime ex- 
emption is used. 

Since the U. S. Supreme Court has 
stated that a political campaign is not to 
be considered a transaction entered into 
for profit, the money spent in an unsuc- 
ieefal campaign is not deductible as a 
loss. The candidate himself, whether he 
loses or wins, does not have to pay a tax 
on any contribution to his cause. 


Capital Outlay Higher in 1960 
But Leveling Off in Second Half 


American business is planning to spend 
for plant and equipment at the season- 
ally adjusted annual rate of about $37 
billion in each of the last two quarters of 
this year—10 per cent above a year ago— 
according to the regular quarterly survey 
conducted jointly by the Securities and 
Exchange Commission and the Depart- 
ment of Commerce in late July and 
August. Expenditures in the first two 
quarters of 1960 were at the annual rates 
of $35 billion and $3614 billion, respec- 
tively. 

Investment for 1960 is now expected to 
be $36 1/3 billion, 12 per cent more than 
the $3214 billion total for 1959. Pro- 
grams for this year have been revised 
downward slightly and are now about two 
per cent below the amount indicated in 
the March survey. As previously antici- 
pated, businessmen expect plant and 
equipment expenditures, which have 
tisen almost one fourth since the low in 
1958, to level off during the second half 
of this year. 

Producers expect to spend about 20 
per cent more on plant and equipment in 
1960 than in 1959 with durable goods 
manufacturers showing the larger relative 
gain. Railroad and communication com- 
pany outlays this year will probably be 
about 15 per cent above 1959. 
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Fat last, an unlimited 
office copying machine 


the new ROYFAX by Royal McBee 


It overcomes the bothersome limitations of all previous copiers. 


COPIES EVERYTHING—Royfax is unlimited in what it will copy— 
print, pencil, crayon, ball-point pen, ink; all colors as well as any 
printed photograph. And it copies from all kinds of paper. 


COPIES PERMANENTLY— if you copy it on a Royfax, it will keep 
for an unlimited length of time, will last as long as the paper with- 
out fading or darkening due to heat or light. 

COPIES QUICKLY—the operator is unlimited by the working time of 
Royfax. The few seconds needed to produce a copy are just long 
enough to set up the next piece for copying. 

COPIES SAFELY—The solution tray is solidly fastened, surrounded 
by a waterproof well; the electrical mechanism is behind a shield 
and the current goes off when the cover is lifted. 

COPIES ANYWHERE—uwnlimited in location ...easy-to-carry Royfax 
can be used wherever there is an ordinary electric outlet. 

COPIES IN ANY LIGHT—Royfax works in unlimited number of light 
conditions ...no darkrooms needed. 


COPIES EASILY—the number of people who can operate Royfax is 
unlimited. Anyone can learn quickly without special training. 


COPIES UNLIMITED— Royfax can make aluminum offset plates, 
giving up to 20,000 copies. It can also reproduce originals on film. 


COPIES ECONOMICALLY— unlimited Royfax makes individual 








ROYAL McBEE CORP. « Port Chester, New York 


Please give me full free information on the new unlimited 
office copying machine, the Royfax, by Royal McBee. 


copies for just pennies per copy. 
ROYAL 














Name Title 
Company 

Address 

City Zone State 








m 


Royal typewriters for best originals... Royfax for best copies. 








—53 Park Pl., New York 7, N. Y., WOrth 2-6080 —! | 
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MR. CARTER 


TOP MEN ... 


Maynard F. Carter, vice president, sec- 
retary and controller of Worcester Pressed 
Steel Company, Worcester, Mass., has 
been elected president of Westprest, Inc., 
a subsidiary. 


MR. ANDERSON 


MR. MAX SIMPSON 


PROMOTIONS .. . 


Harold E. Anderson was recently elected 
comptroller of the Eagle-Picher Company, 
Cincinnati, Ohio. . . . The election of 
Frank B. Powers as executive vice presi- 
dent of Burnside Steel Foundry Company, 





Location: New York City. 


respected. 


Two Park Ave. 





ACCOUNTING EXECUTIVE 


Exceptional career opportunity with leading national 
firm of certified public accountants. Current opening at 
partnership level for outstanding financial officer with 
recent public accounting experience. Must be a CPA. 


Exacting standards of personality and mental ability. 
Must be able to deal effectively with top-level executives. 


Age flexible but preferably early thirties to mid-forties. 


Most attractive five figure compensation, commensurate 
with man’s qualifications and experience. 


Qualified persons submit detailed resumes for initial 
consideration. If currently unavailable, discussions can 
be arranged at a later date. All confidences will be fully 


Reply to Box D 2470 


THE CONTROLLER 


New York 16, N. Y. 








MR. CAPON 


Chicago, Ill., occurred recently. . . . An. 
drew J. Deiches is now vice president. 
finance and administration of Filtors, Inc., 
Port Washington, N. Y. 

J. R. Simpson is treasurer of Kennecott 
Copper Corporation, New York... , 
Harry G. Bowles has become vice presi- 
dent and controller as well as chairman of 
the Financial Planning Committee, of 
Bu:roughs Corporation, Detroit, Mich, 

.. The appointment of Stephen §, 
Waldron as assistant division comptroller 
of the Utah Copper Division of Kenne. 


MR. PLACE 


cott Copper Corporation, Salt Lake City, 
Utah, was announced recently. 

L. J. Savers was natned executive vice 
president and general manager of Ameri- 
can Home Products Corporation, New 
York. . . . Max §. Simpson is control- 
ler of Socony Mobil Oil Company, New 
York. Mr. Simpson served as president of 
the Newark Control of Controllers Insti- 
tute last year. 


COMPANY CHANGES ... 


Frank S$. Capon has become vice presi- 
dent of Du Pont of Canada Limited, 
Montreal, Quebec., Canada. Kenneth M. 
Place has succeeded Mr. Capon as treas- 
urer, Both men are active in the affairs of 
Controllers Institute; Mr. Capon is the 
Institute’s 1960-1961 president and Mr. 
Place was president of the Montreal Con- 
trol last year. . . . Richard C. Gersten- 
berg was elected vice president in charge 
of the financial staff of General Motors 
Corporation, Detroit, Mich. Oscar A. 
Lundin was elected to succeed him as 
treasurer. 


NEW APPOINTMENTS .. . 


Earle N. Martin, Sr., treasurer and as- 
sistant secretary of Gulf States Land & 
Industries, Inc., New Orleans, La., was 
elected a director. . . . The election of 
R. Palmer Hollister as treasurer of R. Hoe 
& Co., Inc., New York, was announced 
recently. George F. Lamb, Jt, 
treasurer of American Sugar Refining 
Company, New York, was elected a di- 
rector of Spreckels Sugar Company, San 
Francisco, Calif. . . . D. J. Schreiber has 
been elected vice president of the Mid- 
States Division of Vought Industries, Inc, 


(Continued on page 502) 
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| Con- Could be... defective rivets have been responsible for many disastrous boiler explo- 

—o sions. But most such defects can be detected. 

Loken 3 Skilled inspection service from Kemper Insurance Company engineers working in 


ar A. cooperation with your own employees is your best possible safeguard against boiler 
explosions or mechanical failures. We can help keep your power equipment safe and, 





im as 

at the same time, provide relief from financial loss if disaster should strike. 

Our companies are well known for providing outstanding engineering and inspection 

service and for savings to policyholders through dividend-paying policies. You’ll find 
id as- that our interest in your plant’s safety record is as real as your own. 
nd & That’s why so many firms—large and small—look to Kemper Insurance companies 
, was to protect their investment. Don’t take a chance with the life of your business! Ask 
on of about our boiler and machinery hazards survey—no obligation, of course. 
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"Modern posting 





machines like 
nothing better 
than to work 
with famous 

L. L. BROWN 


ESCORT LEDGER 


What's more, L.L.B. makes 120 
items of ESCORT LEDGER. 
Matching colors available in 
INDEX BRISTOL. For the 
ability to withstand thumb- 
ing, creasing and general rough 
handling, always specify these 
quality papers. Ideal for ma- 
chine or manual posting. 


"Hrasures 













can be 
written 
over 

just as 
if they 
had not 
been 

made!" @ 
| “The quality 


which has earned 


its reputation”’ 


= L.L. BROWN 


——PAPER COMPANY 


BETTER 
Jf aoans MASSACHUSETTS 
PAPERS 
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MR. RICHARDSON 


MR. MacARTHUR 


MR. KLEIN 


| Personal Notes (Continued from page 500) 








Battle Creek, Mich. . . . Philip H. Kir- 
shen, vice president and comptroller of 


| United Merchants & Manufacturers, Inc., 


New York, was elected to his company’s 
Board of Directors. . . . Forest D. Rich- 
ardson has been named treasurer in charge 
of finance and business administration of 


| Young Radiator Company, Racine, Wis- 


consin. . . . Ralph E. Waite has been ap- 
pointed administrator and assistant con- 
troller for Macy’s New York. 


ADDITIONAL DUTIES... 


Clifford D. Cherry, vice president and 
treasurer of the Greyhound Corporation, 
Chicago, Ill., has also been appointed as- 
sistant to the president. . . . Samuel E. 
MacArthur recently became executive as- 
sistant to the president and treasurer of 
Federal-Mogul-Bower Bearings, Inc., De- 
troit, Mich. 


NEW CONNECTIONS ... 


Russell T. Walker was elected vice pres- 
ident and general manager of Mont- 
gomery Ward Credit Corp., Chicago, III. 
. . . The announcement of the appoint- 
ment of J. S. Warshauer as vice president- 
administration and finance of United In- 


| dustrial Corporation, Los Angeles, Calif., 


was made recently. ... R. Leslie Ellis 
was named controller of International 
Operations, Subsidiaries and Defense Op- 
erations of Armstrong Cork Company, 
Lancaster, Pa. . . . Thomas G. Leonard 
is now controller of Lefcourt Realty Cor- 
poration, Miami, Fla. . . . Norbert T. 
Casper recently became controller of the 
Milwaukee Crane Division of Novo In- 
dustrial Corporation, Cudahy, Wis... . 
The appointment of Charles W. Coleman 
as controller of National Pneumatic Co., 
Inc., New York, was announced recently. 
. . . Eugene A. Horvath was appointed 
controller of Electronic Communications, 
Inc., St. Petersburg, Fla. 


EXTRACURRICULAR ACTIVITIES .. . 


Fred J. Hertel, assistant treasurer, Elgin 
National Watch Company, Elgin, III., 
was appointed to a three-year term on the 
National Committee on Professional De- 
velopment and Education of the National 


| Association of Credit Management. . . 


Frank Klein, vice president, Worthington 
Corporation, Harrison, N. J., recently 


conducted two seminars in Buenos Aires, 
Argentina, on the subject of ‘Financial 
Controls.” 


SPEAKERS... 


George W. Robinson, comptroller, 
Sharon Steel Corporation, Sharon, Pa,, 
acted as panel leader for the Sixth An- 
nual Accounting Study Conference held 
August 21-24 at Pennsylvania State Uni- 
versity, University Park, Pa... . S. D. 
Williams, assistant controller, Sohio Petro- 
leum Company, Oklahoma City, Okla., 
spoke to the Oklahoma City Chapter of 
the NAA on “Responsibility Accounting” 
in September. He will be a speaker at the 
Oklahoma City Chapter of the Petroleum 
Accountants Society of Oklahoma on 
“The Accountant’s Role in Oil Field 
Unitizations” in October. 

Munro Corbin, vice president-finance, 
Rockwell Manufacturing Company, Pitts- 
burgh, Pa., co-chaired the AMA Seminar 
on Management Controls at the Hotel 
Astor, New York, September 19-21. . . . 
V. Leonard Hanna, vice president-finance 
and treasurer, Fenestra Incorporated, De- 
troit, Mich., was one of the speakers at 
the AMA Profitability Accounting and 
Control Seminar at Saranac Lake, N. Y., 
October 3-7. 

Co-chairmen at the seminar on “Re- 
turn-On Investment Concept as a Man- 
agement Tool,” October 5-7, Hotel Astor, 
New York, were H. Bialecki, controller, 
Olin Mathieson Chemical Corp., Win- 
chester-Western Division, New Haven, 
Conn., and Robert W. Fort, vice president- 
finance, Medusa Portland Cement Co., 
Cleveland Heights, Ohio. 


AUTHORS |... 

Robert W. Arnold, controller, Ander- 
son Electric Corporation, Birmingham, 
Ala., authored an article on ‘Inventory 


Management” in The Woman CPA: 
February 1960 issue... . F. Norman 
Anderton, treasurer, Vulcan Materials 


Company, Birmingham, Ala., and D. W. 
Boylan, controller, Packaging Corporation 
of America, Evanston, IIl., co-authored 
an article entitled ‘“Machine-Hour Rates 
in a Folding Box Company” which ap- 
peared in the July 1960 issue of the NAA 
Bulletin. 
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COMMITTEE 
CHAIRMEN AND VICE CHAIRMEN 
CONTROLLERS INSTITUTE 

1960-1961 






MR. PATERSON MR. VOGEL 


* ETHICS AND ELIGIBILITY STANDARDS COMMITTEE which keeps up to 
date the Institute’s concepts of purpose and membership. Chairman: John A. 
Paterson, vice president and comptroller, the Brooklyn (N. Y.) Union Gas 
Company; Vice Chairman: Robert W. Vogel, assistant treasurer and control- 
ler, Champion Spark Plug Company, Toledo, Ohio. ® ADMISSIONS COM- 
MITTEE which decides eligibility of membership applications in accordance 





MR. MacCALLUM MR. LEASK 


%& CANADIAN AFFAIRS COMMITTEE which represents Controllers Institute 
in contacts with the Canadian government and other Canadian or- 
ganizations. Chairman: A. R. MacCallum, vice president-finance, Ameri- 
can-Standard Products (Canada) Ltd., Toronto, Ontario, Canada; Vice 
Chairman: Kenneth M. Leask, comptroller and assistant treasurer, Trans 
Mountain Oil Pipe Line Company, Vancouver, British Columbia, Canada. 


MR. MAULE 


MR. TODT 





MR. LANGDON 


BUDGET AND FINANCE COMMITTEE which pre. 
pares the annual budget for Controllers Institute 
of America and suggests ways of increasing 
revenue and limiting expenses. Chairman: Paul 
R. Langdon, manager-finance and accounting, 
Battelle Memorial Institute, Columbus, Ohio, 





MR. UHLIG 


MR. BOAG 


with by-laws and rules of admission. Chairman: Warren M. Maule, secretary & 
controller, Cosmopolitan Shipping Company, Inc., New York; Vice Chairman: 
Alexander Boag, Jr., comptroller, National Dairy Products Corporation, New 
York. ®& PLANNING COMMITTEE which studies problems relating to the Insti- 
tute’s long-range objectives, progress and usefulness. Chairman: Earl R. Uhlig, 
vice president-finance and controller, the Martin Company, Baltimore, Md. 





MR. PLANT MR. FITE 


* EDUCATION COMMITTEE which promotes knowledge of career re- 
quirements and opportunities relating to training for the controllership 
function. Chairman: Hans C. Todt, comptroller, Bristol Laboratories Divi- 
sion, Bristol Myers Co., Syracuse, N. Y.; Vice Chairmen: Kenneth J. 
Plant, comptroller, Rensselaer Polytechnic Institute, Troy, N. Y. and Dean 
P. Fite, comptroller, the Procter & Gamble Company, Cincinnati, Ohio. 








Price Depreciation and Paper Profits 


(Continued from page 482) 


ital can suffer the strain of providing for 
the increase in the cost of replacements 
and the high tax burden resulting from 
an insufficient deduction for depreciation 
allowed by the Bureau of Internal 
Revenue. 


SOME CORPORATE RECOGNITION 


Provisions for price level or subliminal 
depreciation have been a rare item in cor- 
porate annual statements. However, some 
public utilities among others have recog- 
nized this item in one form or another. 
This problem is particularly acute with 
this group because approval for rate in- 
creases often are predicated on a per- 
centage return on invested capital assets. 
The utilities have sought to place a cur- 
rent value on their equipment as a basis 
for determining an adequate return on in- 


vestment. This group contends that origi- 
nal costs bear little resemblance to the 
expenditures which will be required to 
replace them at the termination of their 
useful life. Accordingly a few utilities 
treat price-level depreciation as an operat- 
ing expense and the accumulated allow- 
ance therefore is shown in the equity sec- 
tion of the balance sheet. 

Specific reference to one such report 
supplied the following explanations: 


By the utility on its income statement: 
NOTE: The District provides for deprecia- 
tion on the historical cost of the electric 
properties on a straight-line basis at rates 
determined by engineering studies. In the 
years 1958 and 1957 additional amounts 
were provided representing the difference 
between depreciation computed on prop- 
erty adjusted to current price levels and 
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depreciation based on the historical cost; 
such additional provisions amounted to 
$658,000 and $665,000, respectively. 

By the auditors in their certificate: Al- 
though this practice is not yet recognized 
as a generally accepted principle of ac- 
counting, it is our opinion that, for the 
District, it results in a fair statement of 
net revenue for the year, and we have ap- 
proved its adoption. 

In another annual statement by an- 
other utility which refers to this item as 
fair value depreciation: In June 1958, the 
company began charging fair-value de- 
preciation to operating expenses based on 
the fair value of the property in those 
districts where such depreciation had been 
allowed in the determination of rates. An 
amount equivalent to revenues collected 
to provide fair-value depreciation .. . 
has ia credited to an account for capital 
maintained by recovery of fair-value de- 
preciation. 

By the auditors in their certificate: Al- 
though generally accepted accounting prin- 
ciples presently provide that depreciation 
shall be based upon cost, it is our opinion 
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MR. OLDS MR. HEARNE MR. 


*% FEDERAL TAXATION COMMITTEE which studies tax effects and makes rec- 
ommendations to governmental bodies and committees. Chairman: Frank V. 
Olds, assistant comptroller, Chrysler Corporation, Detroit, Michigan; 
Vice Chairman: William L. Hearne, vice president-taxes, U.S. Steel Cor- 
poration, New York. %*& MANAGEMENT PLANNING AND CONTROL COM- 
MITTEE which promotes acceptance of, and develops new methods involving, 





MR. FLYNN MR. INGRAM 


* SECURITIES AND EXCHANGE REGULATION COMMITTEE which studies and 
subsequently reports on the rules and regulations released by the SEC. Chair- 
man: James F. Flynn, controller, Commercial Credit Company, Baltimore, 
Md.; Vice Chairman: George Ingram, Jr., vice president and controller, 
Raytheon Company, Waltham, Massachusetts. ® STATE AND LOCAL TAXA- 
TION COMMITTEE which studies all phases of nonfederal tax matters and 





MR. CRICHLEY MR. BROWNE MR. 


Chairman: William A. Crichley, treasurer, Diamond Alkali Company, Cleve- 
land, Ohio. Vice Chairman: Dudley E. Browne, vice president-finance, Lock- 
heed Aircraft Corporation, Burbank, California. ®* ADVISORY COUNCIL ON 
FEDERAL REPORTS which provides the Bureau of the Budget’s Division of 
Statistical Standards with advice on matters arising from governmental re- 
quests for information and assists the Division in appropriate ways by making 





LILLIS 





ADKINS 





MR. LAING MR. RICKARD 


the planning and control concept and cooperates with Controllers Institute 
Research Foundation in the implementation of this program. Chairman: James 
F. Lillis, vice president and comptroller, International Telephone & Tele- 
graph Corporation, New Vice Chairmen: R. Stanley Laing, comptrol- 
ler, National Cash Register Company, Dayton, Ohio, and Edmund B. Rickard, 
Di Ford Motor Company, Detroit, Mich. 





York 


divisional controller, Ford vision, 





MR. SHANNON MR. LUNDBURG 


Chairman: Bruce S. Shannon, vice president- 
finance, the Drackett Company, Cincinnati, Ohio; Vice Chairman: Alvin F. 
Lundberg, treasurer, United-Carr Fastener Corporation, Boston, Massa- 
chusetts. ® PANEL ON ACCOUNTING PROCEDURES which works closely with 
tified Public Accountants to present Control- 
on accounting principles. 


recommends tax improvements 





Institute of Ce 


viewpoint 


the American 


lers Institute’s and recommendations 


MR. REDMAN MR. ROBERTSON 


available the experience, ingenuity and knowledge of the business world. 
Representatives of Controllers Institute: Lisle W. Adkins, comptroller, Gen- 
eral Dynamics Corporation, New York; T. G. Redman, comptroller, Swift 
& Company, Chicago, Illinois; and Lucius E. Robertson, assistant treasurer, 
Sperry Gyroscope Company, Great Neck, N. Y. ®& NOTE: Each committee is 
composed of regular members and an advisory panel for executive functions. 





that these principles should be changed 
with respect to depreciation to recognize 
increased price levels. We approve of the 
practice adopted by the company, since it 
results, in our opinion, in a fairer state- 
ment of income for the year than that re- 
sulting from the application of generally 
accepted accounting principles. 


A growing number of forward-think- 
ing business men and accountants are con- 
vinced and are pioneering for recognition 
that a provision for price-level, fair-value, 
or subliminal depreciation is a necessary 
charge to arrive at real net income, how- 
ever, the accounting profession as a body 
has been lax in its responsibility to the 
public for not taking a firm attitude in 
fecognizing the matter of inflation as it 
applies to property. This is particularly 
inconsistent, since within its own body of 
tules it has recognized purchasing power 
dilution with respect to inventories. Re- 
sated, this sums up to the incompatible 
position of recognizing the current cost of 
lventories and adhering to historical 
‘ests with respect to property, plant and 


equipment. 

Dissension within the accounting ranks 
stems essentially from small practitioners 
serving small business where property is 
not a material element of capital invest- 
ment. They argue against change and state 
their case much in the following order, 
extracted from a recent letter published 
in a professional journal: 


“Unfortunately, it seems that the gen- 
erally accepted accounting principles ap- 
plicable to the 100 largest corporations 
are also applicable to the 1000 smallest 
corporations. I can imagine the confusion 
that would be injected into financial re- 
porting for small businesses if the con- 
cept of price-level depreciation were 
adopted as a generally accepted account- 
ing principle. The relatively simple theory 
of basing depreciation on historical costs 
continues to be almost incomprehensible 
to many of the owners of small businesses. 

“Does not the accounting profession 
have some obligation to confine accounting 
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principles to practical concepts within the 
comprehension of the majority of those 
who must follow them ?” 

The answer appears to be obvious. 
Firstly, this kind of thinking could apply 
to any innovation with the result that man 
would still be cloaked in animal skins. 
Secondly, recognition of subliminal de- 
preciation need only be adopted by those 
businesses wherein its omission would 
seriously hinder realistic income deter- 
mination. Certainly not all companies 
have adopted Lifo to inventories or ac- 
celerated-depreciation methods. Profes- 
sional and business judgment would in- 
dicate their desirability. 


SUBLIMINAL DEPRECIATION ABROAD 


In other countries of the world, where 
currency devaluation has been more radi- 
cal than that occasioned by our creeping 
dollar erosion, we find a more decisive 
approach to the problem usually encour- 

(Continued on page 506) 
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“There is something that is much more 
scarce, something rarer than ability. It 
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Price Depreciation and Paper 
Profits 


aged by government action and appropri- 


(Continued from page 505) 


| ate tax relief. 


In France, business was permitted to 
revalorize fixed assets by index numbers 
first published in 1945 and to predicate 


| depreciation based on these more realistic 


| values. 


A new set of indices is issued 
each year in order to currently recognize 
loss of purchasing power. These are ac- 
ceptable and sanctioned under French tax 
laws. 

Italy also has developed a somewhat 


| comparable method. In reviewing the an- 


nual report of a principal industrial con- 
cern in that country we find the following 
note with respect to its fixed assets: 

“Carried at historical cost or at cost as 
revalorized in accordance with legal co- 
efficients” and in its retained earnings 
account the addition of about ten million 
liras described in its 1958 annual report 
as ‘adjustment to book value of property 
and plant accounts to bring these into 
agreement with the figures for profits tax 
purposes.” 

The revaluation of fixed assets is per- 
mitted also in Nationalist China predi- 
cated either on current price index, re- 
placement cost or earning power and 


| depreciation is then computed on these 


higher bases. 

Belgium, Japan and Germany have per- 
mitted in their tax law relief of a similar 
nature but at certain set periods only. 


| They have allowed revalorization predi- 


cated on published government coefficients 
and indices, and depreciation to be com- 
puted thereon. 

Great Britain, Canada, and other mem- 
bers of the English Commonwealth have 
shown incidence of adjustment of prop- 
erty to reflect current values and have re- 
flected depreciation thereon in their an- 


nual reports, though their governments 





have not seen fit to allow this additional 
charge for tax purposes. But we must 
admit at least that the accounting profes- 
sion is more clearly arriving at a more 
realistic net earnings figure, an initial 
step we in the United States have yet to 
make on an “‘acceptable basis.” 

Certainly accounting and business pres- 
sure for the publication by the Govern- 
ment of a set of criteria would be no great 
strain on our Government's statistical fa- 
cilities and would be a forward step in 
obtaining an objective means of measur- 
ing and compensating in annual state- 
ments for the elusive subliminal deprecia- 
tion element currently ignored. 


SOME POSSIBLE 
CORRECTIVE MEASURES 


Recognizing that the principal obstacles 
have been a failure to agree on an ob- 
jective means of evaluating the erosion of 
profits due to subliminal depreciation 


costs, and the lack of tax relief in this 
area, it would seem that the solution 
should develop in just that order. 

Until more reliable or appropriate in. 
dices are developed through governmental 
statistics, as a starting point it might be 
agreed that the consumer index be used, 
That depreciation firstly be computed on 
historical cost. Secondly, that a composite 
average acquisition date of depreciable 
assets be determined; and lastly that the 
increase in the consumer index since that 
average date be applied to the deprecia- 
tion computed on the cost basis. In addi- 
tion, this amount of subliminal deprecia- 
tion should be clearly identified in the 
income statement and treated as a deduc- 
tion before arriving at the final net in- 
come figure reported in the annual state- 
ment. Until such time as this is allowed 
as a deductible cost for income tax pur- 
poses, this added item of depreciation 
would be carried in the tax return as an 
item of surplus reconciliation. 

Once the accounting profession makes 
this or a similar procedure an acceptable 
criterion, it will depend on the judgment 
of the individual accountant in the par- 
ticular business to pass on the reasonable- 
ness of such procedure in arriving at a 
fair determination of net income. There 
is no substitution for sound judgment in 
any profession if it is to remain worthy of 
being a profession. 


TAX CONSIDERATIONS 


It is well, at this time, to stress again 
the point that market profits, due to rising 
prices, disappear quickly when prices fall. 
Experience has shown that they can go as 
unexpectedly as they came. During the 
period that these market profits stand on 
the books, they provide no additional 
cash for payment of dividends, for the 
maintenance of property, or for plant ex- 
tensions. 

Though it is true that plant, machinery, 
and equipment, through depreciation, are 
constantly being sold, and cash is realized, 
the cash so obtained must be reinvested 
in replacements at higher price levels if the 
business trade is to continue. These prof- 
its are really capital gains, which should 
remain in the business as insurance against 
capital losses. If taxed they must be, then 
let them be taxed at the capital gains rate 
of 25 per cent instead of the usual 52 
per cent corporate tax on profits. 

It is unfortunate that the present tax 
laws while accepting the last-in, first-out 
method of eliminating substantial inven- 
tory profits from net income, have not 
seen fit to accept depreciation on replace- 
ment costs, in spite of the fact that they 
both serve the same purpose. 

The policy behind the income-tax laws 
has generally been to levy taxes only on 
realized income. Where, for example, 
there is an increase in the value of a 
building or a share of stock, the taxing 
authorities have seen fit to delay the tax 
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on those capital gains until the assets are 
gid and the income derived therefrom 
alized. The question is reduced to: 
When are profits realized? It is believed 
that no income is realized where there is 
mere substitution of an integral working 
yset. The tax should be delayed until 
there is final liquidation of a basic por- 
ion of the asset, whether it be inventories 
or plant facilities. 


CONCLUSION 


A part of the whole profit resulting 
from the sale of products results from the 
intelligent ‘use of business property. Any 
part of that profit which is consumed by 
the replacement of that property at a fig- 
ure above original cost should not be con- 
sidered profit. Yet, with the exception of 
minor deviations from acceptable stand- 
ads, it is so treated by industry in its 
annual statement to the public, the ac- 
cunting profession sanctions it and the 
Government taxes it. 


Until accounting conventions and taxes 
are modified to conform with reality, it is 
recommended that present problematical 
profits statements be properly supple- 
mented in order to arrive at realistic earn- 
ing power. It is up to the businessman, 
who must live and make decisions based 
on financial reports, to take up the task 
that others have refused to accept. It is he 
who must make an accounting of business 
stewardship by converting problematical 
profits into meaningful profits. 

The development and use of sound 
principles of accounting must remain the 
cardinal objective of the progressive- 
thinking accountant. 

If the profession of accounting is to 
maintain the responsibility, respect and 
recognition it seeks and deserves in our 
economy, the principal goal must always 
be the determination and application of 
sound accounting principles which can 
also cope with dollar erosion. Certainly, 
general acceptance and approval will nat- 
urally follow as it has in other areas. 


What Does Management Want of Accounting? 


(Continued from page 473) 


costs. We are still in considerable dis- 
agreement at Pitney-Bowes as to whether 
direct costing has any merit for us, al- 
though we are at least getting away from 
straight absorption of overhead based on 
direct labor, and are going to fixed and 
variable overheads not necessarily ap- 
plied on the basis of direct labor dollars. 
We are being forced to this because we're 
getting less and less direct labor on which 
to absorb overhead as automation in- 
creases and, consequently, our overhead 
rates continue to rise. Others are being 
forced to consider changes, too, and I 
believe that the recent revival of interest 
in direct costing has come about, not be- 
cause dizect costing in itself is necessarily 
the right way to do our accounting, but 
merely because we realize that our present 
methods just do not give answers that are 
useful to us in guiding our operations. 

What can be done to meet the chal- 
lenge? I believe there is a great deal that 
aan be done by all of us and I would sug- 
gest a program about like this: 

1. The establishment of research de- 
partments by the larger public accounting 
firms, This is not a novel idea, and I be- 
lieve a number of them have such organi- 
uations. However, I believe there should 
be more of them and that they should be 
encouraged in “‘free thinking” and not 
be bound by any of the present account- 
ing rules or procedures. The phrase “gen- 
erally accepted accounting principles” can 
be a strait jacket to this kind of effort. 
Pethaps the aim should be to investigate 
generally wnaccepted accounting princi- 
ples. 

2. The formation of committees and 
tsearch groups by professional account- 
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ing organizations to explore all avenues 
of accounting progress needed by auto- 
mation and the rapid progress in indus- 
trial development. I’m sure that such 
groups are now in being, but I wonder 
if they are not approaching the problem 
from within the confines of the account- 
ing text books as they are now written. 

3. The establishment by companies 
within their financial divisions, either 
formally or informally, of groups to study 
all phases of accounting operations in re- 
lation to the needs of the other divisions 
of the company to see whether they are 
really keeping up with or leading the pro- 
cession, or merely struggling hard to keep 
from lagging further behind. 

4. Finally, and this is perhaps the area 
where there is going to be the greatest 
hope for the future of accounting—each 
of us individually ought to try to ap- 
proach every accounting problem with a 
fresh viewpoint, with the idea of trying 
to seek, not the easy solution, not the one 
that somebody has already worked out for 
us, but the solution which will really add 
something to the stature of our profession 
with our associates and general manage- 
ment. 

As a people, we have always set great 
store by individual initiative, and I be- 
lieve it is through such individual effort 
that our greatest progress has come. If, 
instead of being resentful over the indict- 
ment of our concepts and methods ex- 
pressed by our vice president for manu- 
facturing on behalf of management, we 
accept the challenge, I firmly believe we 
will open new vistas of accounting op- 
portunity and importance in our com- 
panies. 
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What About Pension Costs In Hiring Workers Over 45? 


Much has been said about the high cost 
of providing pensions for new employes 
in the mature group who obviously must 
retire within a shorter span of years than 
new young employes. This cost has been 
seen as a barrier to the employment of 
older workers. 

The National Association of Manu- 
facturers recently queried 70 leading com- 
panies, asking “If you have a pension 
plan, does it affect your employment of 
those over 45?” 

The answers showed: 


Fifty-eight per cent of employers de- 
clared that age did not affect employment 
of qualified workers. 

Thirty per cent said they could not in- 
clude anyone in their pension plans until 
he had been employed five to ten years. 

The rest said they did not discriminate 
against hiring older workers, but did not 
include them in pension plans. Some com- 
pensated for this with a separation al- 
lowance. 

But the pension issue is diminishing in 
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importance for several reasons. Social 
Security benefits have been increased. 
More employes have established their own 
insurance and annuity protection. Many 
employes have retained pension rights 
from former jobs. 

Additionally, companies have found 
that older workers included in pension 
plans do not add so much to cost as had 
been anticipated because they tend to 
defer retirement beyond 65, and because 
the longer life-expectancy of new young 
workers means these will draw more 
heavily upon pension funds—especially if 
payments continue to increase, necessitat- 
ing larger company contributions for 
them. 

Group life insurance costs were found 
to average only a cent an hour more for a 
50-year-old worker than for a 30-year- 
old. 

And the lower accident rate of older 
workers reflects favorably in the charges 
for workmen’s compensation insurance. 

The practice of analyzing the require- 
ments of specific jobs and matching them 
with the best qualified applicant has 
worked to increase the employment op- 
portunities of the mature. Testing has 
shown that 40 per cent of workers over 
45 can outproduce younger workers, even 
to the age of 65. 

A 1958 survey of 140 business execu- 
tives showed that age is ranked as of 
least importance in selecting supervisors. 

Employment records in thousands of 
companies show that older workers are 
holding jobs in greater volume than ever 
before. 


The New York State Labor Depart. 
ment reported that between the 1940 and 
the 1950 census, the population of New 
York City increased six per cent, while 
the number of persons over 65 increased 
eight times as fast—49 per cent. The 
number over 45 increased 26 per cent, 
But employment of people over 65 in. 
creased 100 per cent and of those over 45 
increased 51 per cent. More recent census 
figures are not yet available, but there are 
other indicators. 

In May 1960, the New York State 
Labor Department reported that “work- 
ers between 45 and 64 have been par: 
ticularly successful in job-hunting. Repre- 
senting 29 per cent of the job seekers, 
they accounted for 28 per cent of the non- 
farm jobs the agency filled between July 
1958, and June 1959.” 

Figures for Detroit show that the num- 
ber of men over 65 increased 62.4 per 
cent while employment of these men in- 
creased 109 per cent. The number of 
women over 65 increased 69.9 per cent 
while those employed increased 133.3 
per cent. 

The Census Bureau and Bureau of 
Labor Statistics figures show that from 
1940 to 1955, the number of working 
civilians in the United States increased 35 
per cent while the number of employed 
workers over 65 increased 54 per cent. 

And a recent study by the Department 
of Labor indicates that there is less unem- 
ployment among the over-45 and over-65 
groups than among the young workers, 
and even somewhat less than among the 
population as a whole. 


Computer Buyers Waiting for “Solid States,” Census Shows 


Updating of the John Diebold & Asso- 
ciates’ Computer Census of January 1960 
indicates half-year increases in installa- 
tions in all sizes, that is, 12, 24, and 16 
per cent respectively for large-, medium-, 
and small-scaled systems. The new figures 
appear in the Diebold ADP Newsletter 
published recently. This is at a pace 
roughly half of that for the year 1959, 
when currently listed six-months’ increases 
are doubled to compare with those listed 
in January over the prior whole year. 
Results are slightly better than this for 
medium-scaled and are about one-third 
of the earlier rate for the large-scaled 
systems. 

However, it is pointed out that the past 
year, and especially the past six months, 
have witnessed a burst of activity on the 
part of manufacturers concerning new 
transistorized units, and in making the 
first few installations of transistorized 
units announced before this census. For 
example, the first customer installation of 
IBM's highly popular 1401 will not go 
in until the fall of this year, and the same 


is true of its 7070 and 1620. Similarly, 
the long-discussed Honeywell 800 will 
not go in until fall. 

Installations have obviously been mark- 
ing time as customers have placed orders 
for the new models which are yet to come 
from the production lines. The industry 
is also feeling the effects of delayed or- 
dering in the 1958 recession. Dollar-wise, 
of course, a compensating factor is the 
increased price tags associated with ever- 
increasing speeds, capacities, and versa- 
tility. 

Since this census confines itself to gen- 
eral purpose systems, it does not reflect 
continued activity in banking, except 
where the largest banks have installed 
large-scaled general-purpose computers. 
Thus, Burroughs reports 60 of its “VRC” 
Visible Record Systems on order. Activity 
is also reported in IBM’s 1200 series for 
banks, although no installations have as 
yet been reported, and no on-order figures 
are available. General Electric reports 
“several orders” placed for its GE-210, 
developed for banks. 
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